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ABSTRACT
This thesis empirically investigates the impact of corporate governance mechanisms on the
triple bottom line (TBL) performance of microfinance institutions (MFIs) with particular
reference to five South Asian developing economies – Bangladesh, India, Pakistan, Sri Lanka
and Afghanistan. Accordingly, the thesis at first conducts a systematic literature review on
microfinance governance. It seeks to understand the extent to which research on microfinance
governance has been done to date and how far it can go from here. From the review findings,
there emerges, among others, a gap in the existing literature on the microfinance governanceperformance relationship. Specifically, the association between corporate governance
mechanisms and TBL (financial, social and environmental) performance of MFIs is found nonexistent in the literature. The current study addresses this relationship through the lenses of
agency, resource dependence and stakeholder theories.
The study uses a sample of 127 MFIs from the selected five countries. These institutions are
listed on the Microfinance Information eXchange (MIX) Market database, a World Bank group
with publicly available data for a wide range of variables. The sampled MFIs are also
registered with various network organisations in each country, such as the Microfinance
Regulatory Authority (MRA) in Bangladesh, Sa-Dhan microfinance network in India, Pakistan
Microfinance Network (PMN) in Pakistan, Lanka Microfinance Practitioners' Association
(LMFPA) in Sri Lanka and Microfinance Investment Support Facility for Afghanistan (MISFA)
in Afghanistan. The study has collected data for governance, firm-level characteristics and
MFI TBL performance from MIX Market, annual reports, rating agencies and, in some cases,
websites of individual MFIs. The data period is eight years, starting from 2009 and ending in
2016.
Using a dynamic panel data approach, namely the two-step system generalised method of
moments (GMM), the study finds some evidence of the impact of corporate governance
mechanisms on MFI TBL performance in the South Asian region. More specifically, the study
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reveals that different governance attributes, except board gender diversity, influence each TBL
performance dimension differently. This means they can significantly explain either one or two
performance dimensions, but not all. However, board independence and Big-4 auditor choice
are relatively significant in predicting all performance variables of MFIs. These results stand
for and against the three mainline theories and the findings of some past empirical studies.
Based on the results, the study accepts and rejects various hypotheses developed from the
selected theories and prior empirical findings. It also recommends some future research
directions.
This thesis contributes to the literature on microfinance governance by examining how
different corporate governance mechanisms such as board characteristics, ownership types,
audit quality and capital structure influence MFI TBL performance in the context of South Asian
developing economies. It develops hypotheses from three theoretical lenses. Multiple theories
have been used for this study as it can be argued that any single theory does not fully explain
the hypothesised relationships. Furthermore, given the dynamic nature of corporate
governance and the MFI performance variables, this thesis applies GMM to control for
dynamic endogeneity, which has been neglected by most prior empirical studies in this field.
It is expected that the findings of this research will be of particular relevance to microfinance
stakeholders. Especially, the study results provide important information to the policymakers
and regulators for considering various corporate governance mechanisms to scale up the
sustainability level performance of MFIs.
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CHAPTER 1: BACKGROUND OF STUDY
1.0 Introduction
The purpose of this chapter is to cover some elements necessary for this thesis. In this regard,
the chapter starts by briefly discussing the study background in Section 1.1. Section 1.2 of the
chapter presents the problem statement. Section 1.3 discusses the rationale for conducting
the current study, followed by the literature gap. Section 1.4 highlights the research aim and
objectives. After that, research questions are presented in Section 1.5. Section 1.6 discusses
the research contributions and significance. Section 1.7 outlines the structure of the thesis.
Finally, Section 1.8 provides a summary of the chapter.

1.1 Brief Study Background
Microfinance has emerged as an economic development tool aiming to provide financial
services to the society’s under-served people (Ledgerwood, 1999), mainly from developing
countries where financial penetration rates are low compared to developed economies (Chiu,
2015). In fact, the mainstream high street banks do not offer loans to these impoverished
communities since they cannot afford the collateral requirements and prevailing interest rates,
and/or the monitoring and screening of their activities are too high for banks to make lending
profitable (Hermes and Lensink, 2007). For this reason, Professor Muhammad Yunus (a
Bangladeshi economist) established the Grameen Bank in the 1970s with a new concept of
financial inclusion of the poor in Bangladesh. The Grameen Bank aims to serve these poor
people with their financial needs by helping them with small loans to set up micro-enterprises
in the rural areas to generate income and escape from poverty (Yunus, 2003). Consequently,
Muhammad Yunus and the Grameen Bank were awarded the Nobel Peace Prize in 2006 by
the Nobel Prize committee for creating socio-economic development from below (Kono and
Takahashi, 2010; Sengupta and Aubuchon, 2008). The claim is that microfinance has, in
recent decades, received global recognition as a vital instrument for poverty alleviation,
household security and micro-enterprise development (Tilakaratna and Hulme, 2015).
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Scholars also suggest that microfinance programmes have significantly improved the social
welfare of the poor (Khandker, 2005) by creating job opportunities (Raihan et al., 2017),
developing micro-businesses and enhancing the overall financial health of most economies
(Adams and Tewari, 2017).
Following the major corporate collapses and failures, corporate governance has evolved to
control and monitor the management of corporations appropriately. Hence, various business
entities have largely realised the importance of corporate governance practices in recent
times. Similarly, microfinance academics and practitioners have paid much attention to
corporate governance principles that matter for institutionalisation and sustainability of MFIs
on a long-term basis (Labie, 2001). As Labie and Mersland (2011) suggest, some of the
significant factors that influence this trend are: Firstly, microfinance service providers of
various types have grown tremendously in asset size and client outreach. Secondly, many
NGOs have changed their legal status by transforming into share-holding and regulated MFIs,
and credit cooperatives are gradually building elaborate networks. Thirdly, MFIs are now
following the conventional banking logic by shifting from single credit provision to multiple
product offerings. Fourthly, liabilities management has now become increasingly more
important than donor funds which at first were the main source of MFIs capital. Fifthly, public
authorities who originally neglected the microfinance system have now changed their
behaviour towards it by creating regulatory and supervisory frameworks through more
proactive policies for the sound development of the industry. Sixthly and finally, microfinance
has incredibly received global recognition, culminating with the declaration of United Nations
for 2005 as “The Year of Microcredit” and the Nobel Peace Prize for the founder of
microfinance in 2006. These major contributing factors explain why microfinance governance
is an important policy debate and interesting research topic.
Microfinance that emerged in the 1970s in Bangladesh as a means of poverty alleviation
through credit provision has become an essential tool for sustainable development. It is worth
noting that the industry has strongly developed for the past several decades on the promise
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of achieving both financial and social objectives, which are also known as double bottom line
(Battilana and Dorado, 2010; Im and Sun, 2015; Yunus, 2007; Zulfiqar, 2017). However, since
the last decade, experts and fund providers of MFIs have claimed that the industry must focus
on the TBL performance approach (e.g., profit, people and planet) by going beyond this double
objective (Allet, 2014). It has also been observed that MFIs are increasingly adopting
environmental objectives in addition to their financial and social goals (Allet, 2011). This
implies that the sustainable development goal of MFIs includes poverty eradication through
socio-economic development and sustainable management of the environment (Mia et al.,
2018). Hence, a combination of environmental elements with economic and social aspects
makes traditional microfinance a better system for sustainable development (Shahidullah and
Haque, 2015).
In addition to the consumption smoothing purposes (Banerjee et al., 2015), microfinance
borrowers typically take out loans from MFIs to finance their small businesses (Saeed et al.,
2018). These businesses, either rural or urban-based, are primarily related to agricultural
activities (Chakrabarty and Bass, 2014). While microfinance clients' agricultural and
productive activities increase their income at the household level, some of their businessrelated actions such as overuse of pesticides, clearing forest for land cultivation, disposal of
chemicals in the land water, and the use of dirty energy can cause environmental damage,
thereby costing the development impact of MFIs (Schuite and Pater, 2008). To tackle this
issue and achieve the third institutional objective, MFIs have started to protect the environment
by adopting some new strategies, which include developing financial products to promote
green technologies and activities, and arranging campaigns to enhance pro-environmental
behaviours (Allet and Hudon, 2015; Mia et al., 2018; Shahidullah and Haque, 2015). Alongside
these, as per the loan requirement, MFIs are also encouraging households to use microcredit
for buying environmentally friendly types of equipment (Mia et al., 2018). Further, microentrepreneurs receive funds from MFIs to produce environmentally friendly products (Rippey,
2012) and training on pro-environmental practices connected to their businesses (Allet, 2014).
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1.2 Problem Statement
corporate governance has received increasing stakeholder attention and scrutiny over the
past few decades (Rahman et al., 2019). It has been discussed extensively in publicly listed
and non-listed private entities (Hermes and Hudon, 2018). Traditionally, the movement for
good corporate governance has come to the public notice following the financial malfeasance
and collapse of Enron, WorldCom and, in the late 1990s, economic turmoil in Asia (Ehikioya,
2009; Yu et al., 2015). It is expected, ceteris paribus, good corporate governance practices
build trust between banks, investors, non-banking financial institutions and other stakeholders,
and thus, are key actors for determining organisational outcomes. Scholars assert that the
South Asian banking sector has experienced growth in business as well as high risk in
business activities, which require good corporate governance for the industry (Shabuz and
Ara, 2015). More specifically, the effectiveness of corporate governance practices among
South Asian MFIs in achieving organisational missions is a burning question, but the region
has indeed been ignored in the MFI literature (Saeed et al., 2018).
It is worth noting that ever since the Grameen Bank was established in Bangladesh, the
microfinance industry has experienced unprecedented growth (Rajbanshi et al., 2015). For
example, the microcredit summit campaign1 published a report in 2013, which shows that MFIs
reached out to a total number of 13 million borrowers in 1997 worldwide, which later on
increased to 205 million borrowers in 2010. Furthermore, the number of the most impoverished
borrowers who received microfinance services from MFIs for the first time also proliferated
from 8 million in 1997 to 138 million in 2010 (Tchakoute-Tchuigoua et al., 2017). The continued
growth of MFIs indicates that the industry will one day become the most prominent global
banking market (Mersland, 2013). However, this tremendous growth has led to increased
competition between MFIs for clients and markets (Assefa et al., 2013; McIntosh and Wydick,
2005), particularly in developing countries, bringing up the mission drift concern (Khachatryan

1

http://www.microcreditsummit.org/
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et al., 2017). Immense competition and poor corporate governance structures consequently
lead to unfair business practices, whereby many South Asian MFIs are receiving complaints
from various stakeholders (Thrikawala, 2016). This situation raises the question about the
sustainability of MFIs in this region.
There is also a perennial debate among microfinance researchers and stakeholders on the
industry's rapid structural transformation, meaning that modern MFIs are now holding multiple
institutional logics. MFIs with commercial logic tend to treat clients/borrowers as sources of
income and maximise profit while meeting fiduciary obligations to stakeholders. In contrast,
MFIs with development or social logic aim to reduce poverty, view clients as beneficiaries and
scale up the welfare impact of donor funds (Shahriar et al., 2015). Along with banking and
poverty outreach logics, MFIs have recently started to consider environmental sustainability
performance as their third institutional logic (Allet, 2014; Allet and Hudon, 2015; Forcella and
Hudon, 2016). Therefore, effective corporate governance, among many other explanatory
factors, can be critical for MFIs to achieve these three institutional logics in a highly competitive
market. However, there is a dearth of literature on this subject. Hence, the lack of studies on
corporate governance structures and TBL performance in the domain of microfinance, and
particularly in the context of South Asian developing economies indicates that this study is
timely.
The failure of certain MFIs relates to the problem in their corporate control system. The Indian
Andhra Pradesh region, for example, witnesses some scandals connected to the collapses of
many MFIs and a series of client suicides, which have diminished the proven success of the
industry (Tchakoute-Tchuigoua, 2015a). This crisis indicates that improvident risk-taking
behaviour and unfair business practices of MFIs have large-scale but dramatic consequences.
A recent survey by CSFI (2012) finds weak governance of many MFIs that stands at the
second place as a major risk after over-indebtedness for reducing organisational efficiency.
There is also a concern over the failure of boards in providing necessary oversight and
strategic directions to MFIs (CSFI, 2016). The number of suicidal incidents by microfinance
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clients and corporate failures can be linked to the weak governance structure of MFIs (Galema
et al., 2012a; Iqbal et al., 2019), and more specifically, the corporate board, which is regarded
as the supreme authority of governance system in an organisation (Fama and Jensen, 1983;
Jensen, 1993). A better control mechanism is essential to preserve organisational assets. In
this case, some governance mechanisms, namely board size, outside directors, separation of
CEO (chief executive officer) non-duality, board gender diversity, audit quality as well as
funding choice, are among the critical corporate governance attributes of MFIs, especially for
monitoring the management and providing counselling to the management (BBVA, 2011;
CMEF, 2012).

1.3 Rationale for the Study
Examining the impact of corporate governance mechanisms on MFI TBL performance can be
linked to several motivations. For example, MFIs have started providing a wide range of
financial and non-financial services in developing economies. Among them, two crucial
features that MFIs use to cater to their clients' needs in urban and rural areas to promote
environmental sustainability are ‘Green Microfinance’ and ‘Microfinance Plus’ (Mia et al.,
2018). MFIs have initiated these microfinance innovations to retain existing customers while
attracting new ones (Mia et al., 2018). Furthermore, due to the increased competition and the
emergence of new players in the market, MFIs face challenges of financial inclusion, leading
them to think more about their clients' diversified needs (MIX Market, 2017). The incorporation
of environmental services to the microfinance product basket is one such example of clients’
demand-driven approach, which not only helps MFIs in reaching out to a wider number of
customers but also in remaining financially sustainable (Mia and Chandran, 2016). This
approach

indicates

sustainable

development

that

advocates

a

balance

between

environmental, financial and social objectives (Allet, 2014).
The sustainability issue has also received considerable attention from practitioners and
policymakers of the industry. Policymakers of developing economies are now expressing their
growing concern over the environmental damages triggered by some economic activities of
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clients and doubt whether the environmental bottom line coexists with the dual institutional
logics of MFIs (Mia et al., 2018). In this regard, MFIs and their managers have started
considering environmental issues in response to stakeholders' regulations or pressures (Allet,
2014). Therefore, investigating financial, social and environmental performance with
governance structures for the microfinance industry is an interesting research topic.
In the past few years, microfinance governance research has also gained much scholarly
attention. Likewise, there has been a substantial amount of academic works on the subject of
corporate governance structures and MFI dual mission (Bakker et al., 2014; Bassem, 2009;
Gohar and Batool, 2015; Hartarska, 2005; Hartarska and Mersland, 2012; Hasan et al., 2018;
Mersland and Strøm, 2009; Saeed et al., 2018; Tchakoute-Tchuigoua, 2014a; Thrikawala et
al., 2017, 2016a). Yet, prior empirical studies have yielded mixed results. Despite there is
growing academic attention towards microfinance governance-performance research, it
comes as a surprise that literature on the link between corporate governance mechanisms
and MFI triple mission is almost nonexistent. This study, therefore, responds to the recent call
for research on the association between MFI governance and TBL performance using
economic, social and environmental dimensions (García-Perez et al., 2017), and more
specifically, taking evidence from MFIs located in South Asia (García-Pérez et al., 2018).
Therefore, the study will fill this knowledge gap and contribute significantly to the extant
literature on microfinance governance.
The current study has been carried out with MFIs in five South Asian developing economies,
which provide an interesting research context. The South Asian region is an ideal setting by
having a group of very low-income to lower-middle-income countries (SAMN, 2016). These
countries are least developed, and they are also members of the South Asian Association for
Regional Cooperation (SAARC) (SAARC, 2015). However, South Asia is the most developed
region for providing microfinance services to the poor. For example, MIX Market (2017) reports
that South Asia continues to lead global outreach accounting for more than half of the total
active borrowers across the globe (54%), of which 50% comes from Bangladesh, India and
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Pakistan (World Bank, 2017). MFIs are also actively working in these countries to assist the
poor in combating poverty.
Furthermore, South Asian MFIs follow the same structure as the Grameen Bank of
Bangladesh (Saeed et al., 2018). This view implies that MFIs operating in this region are
committed to providing financial services to socially disadvantaged people who can generate
income and come out of the poverty trap. According to the MIX market, the region has the
world’s largest microfinance sector, dominated by India and Bangladesh (Mix Market, 2011).
Moreover, South Asian MFIs also play a significant role in the region's social and economic
development (Bibi et al., 2018a). These are some important reasons for embarking on the
current research in the South Asian geographical context.

1.4 Aim and Objectives
1.4.1 Aim
This thesis aims to empirically investigate the causal relationship between corporate
governance mechanisms and TBL performance of MFIs in five South Asian developing
economies: Bangladesh, India, Pakistan, Sri Lanka and Afghanistan.

1.4.2 Objectives
The above aim can be achieved through several objectives that are specified as follows:
Obj1: To investigate the effect of board characteristics (i.e., the board size, board gender
diversity, board independence and CEO duality) on the TBL performance of MFIs
in South Asia.
Obj2: To identify if various ownership types (i.e., NGO, cooperative, bank and NBFI) are
associated with the TBL performance of MFIs in South Asia.
Obj3: To examine if audit quality as measured by the Big-4 auditor choice affects the
three performance dimensions of MFIs in South Asia.
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Obj4: To explore the relationship between capital structure (i.e., debt to equity ratio) and
MFI TBL performance in South Asia.

1.5 Research Questions
In light of the stated objectives above, this study addresses the following research questions:
RQ1: Do board characteristics as identified in the conceptual model influence the TBL
performance of MFIs in South Asia?
To answer this research question, the current study uses various board characteristics: board
size, non-executive independent directors, board gender diversity, board qualification and
CEO dual role as a manager and board chairperson. This question's relevance is in uncovering
the influence of different mechanisms of boards on MFI TBL performance in the selected
South Asian countries.
RQ2: Is there any association between different ownership types and the TBL
performance of MFIs in South Asia?
To answer this research question, the study uses four different types of institutional ownership:
NGO, cooperative/credit union, microfinance bank and NBFI. This research question's
significance is in revealing the effects of four distinct types of ownership on MFI TBL
performance.
RQ3: Does the choice of Big-4 auditor have any influence on the TBL performance
of MFIs in South Asia?
To answer this research question, the study applies one main characteristic of audit quality,
as suggested by past scholars in the standard corporate finance literature as well as in the
field of microfinance: the Big-4 auditor choice of an MFI. This research question's relevance
reveals the impact of audit quality on the three performance dimensions of MFIs.
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RQ4: Does capital structure relate to microfinance triple performance dimensions in
South Asia?
The study uses the debt to equity capital ratio as a key measurement of MFI capital structure
to answer this question. The significance of this research question is in uncovering the
influence of capital structure on MFI TBL performance.

1.6 Contributions and Significance of the Study
This thesis contributes to microfinance governance's current academic knowledge in the
following dimensions:
First, while a few studies have examined various governance characteristics as the
determinants of microfinance dual bottom line, empirical research on corporate governance
as an explanatory factor for MFI TBL performance is a missing link. This study contributes to
the literature by investigating the extent to which various corporate governance mechanisms
affect the three performance dimensions of MFIs in South Asian developing economies. More
specifically, the study incorporates both internal and external corporate governance variables
to better explain the performance of MFIs. To the best of the author’s knowledge, this empirical
study, for the first time, examines the governance-TBL performance relationship of MFIs
dynamically by using the GMM estimation technique. This way, the study carries its novelty.
Second, this research takes multi-theoretic directions to develop various hypotheses and test
them empirically. Previous studies have majorly used single agency theory and, to a lesser
extent, resource dependence theory and stakeholder theory. However, very few studies have
used these three theories together to explain the association between governance and MFI
performance. Authors claim that no single theory can sufficiently explain the hypothesised
relationships (Hussain et al., 2018; Walls et al., 2012). As a result, drawing on a multitheoretical approach seems more appropriate to explain the corporate governance
mechanisms' influence on MFI TBL performance. Thus, integrating agency theory with
resource dependence and stakeholder theories into the research will help understand the
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board oversight role, resource provision & counselling, and firm-stakeholder relationships. In
light of this reasoning, the current study applies a multi-theoretic framework to capture a
broader picture of MFI governance, which may carry some value to the literature.
Third, the study is carried out with MFIs in the South Asian market context, particularly in five
low-income but important countries for microfinance services - Bangladesh, India, Pakistan,
Sri Lanka and Afghanistan. It uses a large and extended dataset and thus contributes to the
literature by addressing the relationship between corporate governance mechanisms and the
TBL performance of 127 MFIs located in these emerging countries. Since these countries
occupy the largest market share in the entire South Asian region (Bibi et al., 2018b), running
a multi-country analysis can help gain a better understanding of the topic and greater
generalisability of the obtained results. It is also noteworthy that high market occupancy by
MFIs in these countries is increasingly attracting donors, creditors and other national and
international fund providers. Hence, an empirical investigation on the extent to which
governance mechanisms influence MFI TBL performance in the South Asian region will
eventually add value to the literature.
Fourth and final, concerning the methodological application, this study applies a powerful
panel data estimation method for examining the association between microfinance
governance attributes and MFI triple mission. It uses the system dynamic panel data model generalised method of moments (GMM) – an analysis tool that has recently received much
recognition from scholars in the corporate governance research area (e.g., Akbar et al., 2016;
Nguyen et al., 2015a; Schultz et al., 2010; Wintoki et al., 2012). GMM is preferred as the main
estimation model for this study because explanatory and outcome variables are endogenously
determined, which cannot be controlled by a traditional static model such as the ordinary least
square (OLS). Endogeneity stems from three important sources – simultaneity, unobserved
MFI specific heterogeneity and dynamic endogeneity (Wintoki et al., 2012). Therefore, this
study follows some corporate governance scholars who suggest that the association between
explanatory and outcome variables must be tested applying a dynamic rather than a static
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model (Akbar et al., 2016; Nguyen et al., 2015a; Wintoki et al., 2012). In this context, the study
will carry much value from the methodological point of view.
Overall, this study's results will be beneficial to managers for improving the performance of
MFIs. The results may be useful to donors and investors, helping them in making informed
decisions over their donation and investment with these financial institutions. Also, academic
researchers can use this study as a data source for further research on the current line of
enquiry.

1.7 Organization of the Thesis
Besides the introductory chapter, this thesis also comprises five other chapters that are
organised as follows:
Chapter two: presents a historical background of microfinance. It discusses the concept of
microfinance using some definitions from scholars and policymakers. It also discusses the
development of the microfinance industry and regulatory structure for MFIs in the five sampled
countries. It then highlights some key definitions of corporate governance. This chapter further
discusses the corporate governance framework in the selected South Asian countries.
Chapter three: presents the literature review and hypotheses development. Thus, it begins
by conducting a systematic review of microfinance governance. It then proceeds with different
theoretical underpinnings into governance. It develops a conceptual framework for the study
that proposes a direct impact of internal and external corporate governance mechanisms on
MFI TBL performance. Based on the theoretical presumptions and previous empirical
research findings, the chapter also develops a set of hypotheses on the governance-TBL
performance relationship.
Chapter four: discusses the research methodology of this study. Specifically, it explains data
collection method and sampling, variables and measurements, data estimation methods (i.e.,
OLS, Fixed/Random Effects and GMM methods) and empirical model specifications. In
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addition, it describes some specification tests for the choice between OLS, Random Effects
and Fixed Effects Models.
Chapter five: reports the results obtained from various statistical tools. Specifically, it presents
the findings from descriptive statistics, Pearson correlation matrix with Variance Influence
Factor (VIF) for multicollinearity detection and some other diagnostic tests for panel data. It
then presents and discusses the empirical results for the association between corporate
governance and microfinance TBL performance using a combined sample of MFIs from the
five selected countries.
Chapter six: summarises the findings of the main data estimation model in brief. The chapter
provides the contributions of this research to the empirical literature, theory, and policy and
practice. It also opens up some opportunities for future research based on the limitations
highlighted in this thesis.

1.8 Chapter Summary
To summarise, the introduction chapter of this thesis provides some general information about
microfinance and corporate governance structure. More specifically, it discusses the problem
statement, literature gap and the rationale for undertaking the current study. It also highlights
the research aim, objectives and questions. The study contributes to the literature in several
ways, which have also been discussed in this chapter. The following chapter discusses the
background of the microfinance industry, regulatory structure for MFIs and governance
framework in each of the five selected South Asian countries.
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CHAPTER 2: BACKGROUND OF THE MICROFINANCE INDUSTRY,
REGULATORY

STRUCTURE

OF

MFIS

AND

GOVERNANCE

FRAMEWORK IN SELECTED SOUTH ASIAN COUNTRIES
2.0 Introduction
The purpose of this chapter is to present an overview of the microfinance industry and
governance. To this extent, the chapter proceeds by discussing the historical evolution of
microfinance over several centuries across the world in Section 2.1. Section 2.2 of the chapter
highlights various definitions for microfinance and shows a comparison between microfinance
and microcredit. Section 2.3 discusses the microfinance sector's development and the
regulatory environment for MFIs in the selected South Asian countries. This chapter further
highlights the definition of corporate governance in section 2.4. It discusses corporate
governance codes for selected countries and the regulatory framework for governance,
followed by some similarities and differences between mainstream corporate governance and
microfinance governance in Section 2.5. Finally, Section 2.6 concludes the chapter.

2.1 Historical Background of Microfinance
Although the Grameen banking model in Bangladesh offers the concept of modern
microfinance, there is little information on when this system was begun (Mia et al., 2019).
Nevertheless, one can go several centuries back to uncover the evolution of this concept. For
instance, the creation of pawnshops in the early 1500s in Europe replaced usurious money
lending practices (Helms, 2006). For generations, formal financial institutions have also been
around to serve the unbanked poor in Europe with their financial needs. A renowned Irish
nationalist, called Jonathan Swift, established the Irish Loan Fund System in 1720 to lend
small loans to the poorest people in Ireland (Hollis and Sweetman, 2001). This system
gradually progressed for a century, but from 1823, it experienced a surging growth for several
decades. By the 1840s, there were around 300 loan funds throughout Ireland (Helms, 2006),
which disbursed loans to approximately 20 per cent of total households in a year in the country,
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making the system one of the most successful microfinance providers anywhere (Hollis and
Sweetman, 2004). However, in the 1950s, this system ultimately collapsed because of the
financial downturn (Seibel, 2005). Hence, there are three phases of history for the Irish Loan
Fund System: 1) a century of slow growth; 2) a few decades of rapid expansion and; 3) a
century of gradual decline because of the financial crisis, leading to the failure of business.
While financial inclusion through the Irish Loan Fund System is one early example,
microfinance has origins in Indonesia, India, Nigeria, Pakistan, Germany and other developed
countries (Mia et al., 2019). In the 1600s, microfinance started in Africa and Nigeria in the form
of indigenous rotating saving and credit associations (RoSCA), so-called ‘ajo’ and ‘esusu (Mia
et al., 2019; Seibel, 2005). Morduch (1999) claims that Germany is the origin of modern
microfinance. Historically, Friedrich Wilhelm Raiffeisen founded the first credit cooperative in
1864 in Germany (Guinnane, 2001). From 1865, the cooperative movement proliferated in
Germany and other European countries, North America, and some developing countries
across the world (Helms, 2006). The German credit cooperative movement aimed to improve
rural communities' welfare through microfinance and free these communities from informal
moneylenders' grasp.
Another early example of the microfinance revolution can be linked to the People’s Credit
Banks/ Bank Pembiayaan Rakyat Syariah (BPRs) in 1895 in Indonesia. With nearly 9,000
branches, People’s Credit Banks became the country’s most extensive microfinance system
(Helms, 2006). In the early 1900s, many rural finance interventions also began to appear in
Latin America. These new banking interventions were mainly owned and run by private banks
and government agencies to reduce oppressive lending practices for the rural poor, increase
investment through credit, mobilise savings, and modernise the agricultural sector. However,
due to corruption, these institutions became inefficient over time.
Between the 1950s and 1970s, donors and governments began to help small and
marginalised farmers with agricultural loans for enhancing their productivity and earnings
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(Helms, 2006). In the same period, farmers’ cooperatives or state-owned development finance
institutions were also actively involved in supporting farmers with credit programmes.
However, due to clients' poor repayment discipline, these development banks consequently
lost their capital base and, in certain circumstances, disappeared.
In the 1970s, the ACCION International and Grameen Bank finally started the modern
microfinance system by lending small credit to petty traders in Latin America and South Asia
(Chiu, 2015). Today, these two pioneering organisations' success inspires countless other
organisations, and especially the Grameen Bank has become a popular banking model
throughout the world. In the 1990s, Islamic MFIs also emerged with a profit-sharing loan
scheme to provide interest-free loans to the poor in Asia and Africa which is now an effective
instrument for poverty alleviation. In sum, it is well understood that the development of modern
microfinance instruments is shaped by the subsequent evolution of credit unions/cooperatives
and other related microfinance schemes after centuries of learning from trial and error, failure
and success (Mia et al., 2019).

2.2 Definition of Microfinance
Before defining the term ‘microfinance’, it is essential to understand the core word ‘microcredit’
and differentiate it from microfinance. Although microfinance is often used synonymously with
microcredit, these are indeed two different terms. Microcredit is divided into two words - micro
and credit. The word ‘micro’ originated from Greek mikros ‘small’, while ‘credit’ came from
Latin credere ‘to trust’ or ‘to believe’ (Mia et al., 2019). Hence, microcredit means the trust
between two parties (borrowers and lenders) in the framework of small lending. Typically,
microcredit means granting small loans to low-income individuals, mainly women, who do not
receive credits from conventional high street banks. Microfinance is a broader concept
compared to microcredit. It entails microcredit, microsaving, microinsurance, money transfer,
health, business training, education, and other banking services (Van Rooyen et al., 2012).
Therefore, microcredit is one of the many services that microfinance includes.
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For a broader understanding of microfinance, several important definitions provided by
microfinance scholars, regulators and policymakers are highlighted below:
Ledgerwood defines (1999, p. 1) microfinance as “a development approach that provides
financial as well as social intermediation. The financial intermediation includes the provision
of savings, credit, and insurance services, while social intermediation involves organising
citizens' groups as a venue to voice their aspirations, raise concerns for consideration by
policymakers and develop their self-confidence”.
Morduch (1999, p. 1569) defines it as “the institutions united under the banner of microfinance
share a commitment to serving clients that have been excluded from the formal banking
sector”.
The Asian Development Bank (2000, p. 2) defines it as “Microfinance is the provision of a
broad range of financial services such as deposits, loans, payment services, money transfers,
and insurance to poor and low-income households and their microenterprises”.
As per the definition under section 2 (21) of the Regulation Act 2010 by Microcredit Regulatory
Authority (MRA) in Bangladesh, “microfinance means the continuous activities related to the
microcredit and deposit services for the clients under the supervision of the microcredit
organisation, and the Insurance services will also include” (MRA, 2011, p. 2).
According to the report of the Sub-Committee of Reserve Bank of India (RBI) “microfinance is
an economic development tool whose objective is to assist the poor to work their way out of
poverty. It covers a range of services which include, in addition to the provision of credit, many
other services such as savings, insurance, money transfers, counselling, etc.” (RBI, 2011, p.
2).
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2.3 Microfinance in South Asia
2.3.1 Microfinance in Bangladesh
Modern microfinance originated from Bangladesh with the pioneering idea of economics
professor Dr Muhammad Yunus, who created the Grameen Bank model in 1976, believing
that people in the country are entangled in poverty due to the lack of access to finance (Pitt
and Khandker, 2002; Yunus, 2007). He argued that the provision of small loans to the
productive poor for generating income could significantly improve their lives (Yunus, 2003).
The slogan of Grameen Bank, “bank for the poor,” is going increasingly popular across the
country while at the same time, the bank is receiving widespread recognition as an important
poverty eradication technique. The success of this classic model has inspired many
development organisations, including the Association for Social Advancement (ASA),
Bangladesh Rural Advancement Committee (BRAC), Jagorini Chakra Foundation and
Proshika, which gradually began microfinance operation in the country (Mia et al., 2019).
Today, microfinance is a significant and mature industry in Bangladesh. Many NGO-MFIs
operating in the country and low income-generating but productive Bangladeshis are
continuously seeking financial support from the industry (Ahmed, 2009). Evidence suggests
that MFIs in Bangladesh have so far reached a total of 24.60 million borrowers, of which more
than 93% of them are female clients (Azad et al., 2016).
There are mainly four types of MFIs currently in operation in Bangladesh. All of them fall into
two distinct categories: formal and semi-formal institutions (MRA, 2016). These are: nongovernmental organisations (NGOs), Commercial and Specialised banks, nationalised
commercial/shareholding banks (NSBs), credit cooperatives and non-banking financial
institutions (NBFIs) (Bangladesh Bank, 2002).

2.3.2 Regulatory Structure for Bangladeshi MFIs
Before the ‘Microcredit Regulatory Act 2006’ was passed by the Bangladeshi government,
MFIs did not have any supervisory or regulatory body to monitor their activities. MFIs in the
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country were self-regulated and often remained non-compliant with banking law. This issue
came to the government's forefront because MFIs operating outside the formal banking
system were operating financial activities for the poor (Ahmed, 2009). Hence, a Committee
led by the central bank’s Governor in Bangladesh took the responsibility to devise a regulatory
framework on behalf of the government. As a result, the Microcredit Regulatory Authority
(MRA) began its journey in 2006 as a formal regulatory framework for NGO-MFIs in
Bangladesh (Khalily et al., 2014; Mia et al., 2019). Once the regulation was authorised to the
MRA, all MFIs, other than the Grameen Bank, which is still self-regulated, have now come
under this regulatory authority's supervision. MRA, as a central body, imposes various laws
and guidelines on MFIs in Bangladesh. It supervises and monitors the operations of MFIs to
ensure accounting transparency and foster sustainable growth of the sector (MRA, 2016). It
is now mandatory for MFIs to obtain a license from this authority to operate microfinance
activities in Bangladesh.

2.3.3 Microfinance in India
Historically, microfinance intermediation started in India many years ago. The movement of
the Indian microfinance sector took place in four distinct phases (SAMN, 2010). These phases
are described as follows:
Phase one indicates the movement of credit cooperatives between 1990 and 1960. During
this phase, rural cooperatives were sponsored by the government, which created a more
comprehensive network of cooperative banks in the 1950s (SAMN, 2010). However, many
cooperatives failed in the early 1960s, which ultimately affected the small businesses and
agricultural sector (Thrikawala, 2016).
Phase two is the period between 1960 and1990 when subsidised social banking started after
cooperative banks' failure. In this period, the Indian government took several steps: a) to
expand rural branch networks, b) to nationalise banks and c) to establish various development
banks such as the National Bank for Agriculture and Rural Development (NABARD),
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Integrated Rural Development Programme (IRDP), Regional Rural Banks (RRBs) and Small
Industries Development Bank of India (SIDBI) (Thrikawala, 2016). Although these steps led to
reaching many people during this period, there was extensive credit misuse by borrowers,
which eventually increased bankers' doubt about microfinance clients, thus preventing the lowincome people from accessing banking services (SAMN, 2010).
Phase three marks the 1990 and 2000 period, when NGO-MFIs emerged after the subsidised
social banking system's failure. The failure resulted in a dramatic change in credit provision in
remote rural areas, with NABARD aiming to bridge a connection between informal credit
groups of women and formal banks by initiating the Self Help Group & Bank Linkage
Programme (SHG-BLP) (Thrikawala, 2016). During this period, the banking system received
much help from the program to expand its outreach to low-income but non-banked families
(SAMN, 2010). The program also inspired newly emerged MFIs, mostly of not-for-profit origin,
to collaborate with NABARD.
Phase four marks the beginning of commercialisation after 2000. A transformation of NGOMFIs into regulated Non-banking Financial Companies (NBFCs) was a priority to attract
commercial investments (Thrikawala, 2016) and collect deposits (Hartarska and Nadolnyak,
2007). MFIs set up after 2000 found themselves more like businesses than developmental
organisations in the space of financial services, creating value for their shareholders while
reaching out to a large segment of customers (SAMN, 2010). This overriding shift led to
changes in the strategic alliances of MFIs, the transformation of MFI legal status, growth
strategies and funding sources. Given the MFI transformation situation, customer protection
was a prime concern of the Indian government at that juncture. Hence, the RBI proposed
broad guidelines on the Fair Practices Code to protect clients with the approval of the board
members of all MFIs. All NBFCs taking up microfinance activities and financial institutions and
banks that fund the microfinance sector in the country are obliged to follow this code's
provisions (RBI, 2011).
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There is a variety of legal forms of Indian MFIs (Sinha, 2009). Various legal structures under
which MFIs are registered include Cooperative Societies, SHGs Federations, NBFCs, Section
25 companies (not-for-profit firms only), Societies and Trusts. Of these MFIs, only NBFCs fall
under the for-profit category, while others belong to the non-profit category (RBI, 2011;
Thrikawala, 2016). Most of the MFIs belong to the Cooperative Societies, Section 25
companies and Societies and Trusts (SAMN, 2010).

2.3.4 Regulatory Structure for Indian MFIs
Although India's regulatory structure to govern its financial institutions is comprehensive
compared to any other South Asian nation, a specific regulatory body to monitor MFI activities,
except for NBFCs, is absent in India (Thrikawala, 2016). This is because many MFIs do not
accept deposits from the public; hence they are not under the purview of RBI (SaraswathyAmma et al., 2019). However, these MFIs with various legal forms need to follow some
regulatory requirements imposed by their apex bodies. For instance, MFIs registered as trusts
or societies, are expected to run their operations under the Indian Trust Act, 1882, Society
Registration Act, 1860 or Section 25 of the Companies Act 1956 if they are NGOs and other
non-profit institutions (Saraswathy-Amma et al., 2019). The NBFCs, which are profit-seeking
institutions, fall under the central bank's prudential regulation (RBI, 2011). Besides controlling
NBFCs, RBI can supersede various regulatory Acts for other institutions to protect clients’
rights (Sinha, 2009). In addition, Sa-Dhan, a microfinance network in India, also monitor the
activities of member institutions.

2.3.5 Microfinance in Pakistan
The movement of formal microfinance programmes in Pakistan began in the 1980s with the
introduction of two community development NGOs – the Orangi Pilot Project (OPP) and the
Aga Khan Rural Support Programme (AKRSP) (Muhammad, 2010; Rauf and Mahmood, 2009;
SAMN, 2010; Zulfiqar, 2017). These institutions' primary purpose was to provide loans to the
poor to eliminate poverty (Gohar and Batool, 2015). OPP's credit services were mainly focused
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on the urban poor in Karachi, while AKRSP provided credit to the rural poor in Chitral
(Muhammad, 2010). In the 1990s, the Central Bank and the Government of Pakistan (GoP)
recognised microfinance as a key financial sector for economic development. During this
period, many MFIs started offering credit to the urban poor by adapting the Grameen banks’
group-based lending methodology (Gohar and Batool, 2015). Following the success of
AKRSP, many Rural Support Programmes (RSPs) also launched credit services at the
national level (Zulfiqar, 2017).
In 2001, the State Bank of Pakistan (SBP) promulgated the Microfinance Ordinance, which
enabled commercial players to participate in microfinance activities to boost this sector further
(Gohar and Batool, 2015). It should be noted that the commercial era of the Pakistani
microfinance sector was introduced mainly by this ordinance. This led to establishing the first
private-owned microfinance provider in 2002 with the transformation of AKRSP into the First
Microfinance Bank Limited (FMFBL) (SAMN, 2010). Since its inception, the ordinance has
issued a licence to 11 MFBs so far (PMN, 2015). Four types of ownership statuses widely
categorise microfinance providers (MFPs) are; banks, cooperatives, NGOs, and NBFIs
(Abbas et al., 2017).

2.3.6 Regulatory Structure for Pakistani MFIs
Similar to Bangladesh and India, there is a separate regulatory authority for microfinance
banks (MFBs) in Pakistan. The SBP is the only authority that regulates the formal banking
sector, including MFBs, and they are registered with the Securities & Exchange Commission
of Pakistan (SECP) (Bibi, 2015). All MFBs and nationalised commercial banks are registered
with the Securities & Exchange Commission of Pakistan (SECP) under the regulation of SBP.
The SPB has taken various initiatives to develop this sector in Pakistan (Gohar and Batool,
2015). It has earned the country global recognition for creating an “enabling” regulatory
structure for modern MFIs to flourish (Zulfiqar, 2017). Other than MFBs, some organisations
such as NGOs and rural support programmes (RSPs) do not fall under any legal or policy
frameworks of SBP. Hence, they are independent in operating microfinance activities,
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deciding their customer segments, loan size, pricing for credit, and funding sources (Bibi,
2015). However, they are registered under various other regulations, including the Companies
Ordinance, the Societies Act and the Trust Act (PMN, 2015). Nevertheless, the SBP has been
encouraging these organisations to transform themselves into MFBs and has issued
regulatory guidelines and supports them with funding for institutional restructuring and
achieving sustainability (SAMN, 2010). At present, some NGOs and RSPs are transforming
into shareholding NBFIs under the new regulatory framework laid out for non-bank players by
the SECP (PMN, 2015).

2.3.7 Microfinance in Sri Lanka
The Sri Lankan microfinance sector has developed into various financial institutions that offer
a range of microfinance products to the low-income and socially disadvantaged communities
for social empowerment and poverty alleviation. Microfinance in Sri Lanka holds a longstanding history. The movement of Sri Lankan microfinance can be dated back to 1906 when
the Thrift & Credit Co-operative Societies (TCCSs) played a pioneering role in crediting the
poor during the reign of British monarchs (Thrikawala, 2016). These TCCSs were registered
under the Co-operative Societies Ordinance (CSO) in 1911 (SAMN, 2010). The first
cooperative society that offered microfinance services in Sri Lanka in 1911 was the Dumbara
Co-operative Credit Society. TCCSs obtain loans from the Sri Lankan Development Banks
(SDBL) and mobilise savings to grant their members loans.
Until the 1940s, the role of TCCSs in financial inclusion was well-recognised in the society;
however, they seem to have lost their way when the Multi-Purpose Co-operative Societies
(MPCSs) came into existence which eventually took over their role in the 1950s (SAMN, 2010).
The late 1970s marks a significant downfall of TCCSs since these organisations were not
performing well. During that period, TCCSs, being the oldest microfinance service
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intermediaries, started a new movement as part of the SANASA Federation2 under the
Department of Co-operative Development (DCD) (Amarathunga, 2019). With the SANASA
federation's funding help, TCCSs expanded their geographical reach to many poor borrowers
in society.
In 1985, 17 Regional Rural Development Banks (RRDBs) were established by the Sri Lanka
government that operated across the country. RRDBs provided credit services to the small
and micro-enterprises in rural areas. Their focus was on the sustainable development of microenterprises. Between 1988 and 1999, a notable restructuring process occurred when all 17
RRDBs turned into 6 Regional Development Banks (RDBs) and, in 2010, they all became one
RDB. This was due to their operational failure caused by excessive geographical splitting and
internal structural weaknesses (Thrikawala, 2016).
From the early 2000s, the Cheetu system, a credit and saving scheme for indigenous groups,
also played a significant role in rural communities' financial inclusion and social cohesion
(CBSL, 2018). However, the early 1990s saw a new microfinance movement when national
and international NGOs started operating microcredit activities in Sri Lanka (SAMN, 2010).
These institutions rapidly expanded throughout the country with the government's support as
the primary poverty alleviation mechanism. Today, a large number of NGO-MFIs are operating
microfinance activities all over the country. There are different types of MFIs currently working
in Sri Lanka, including commercial banks, cooperatives, leasing companies, NGOs, RRDBs,
specialised banks and TCCSs.

2.3.8 Regulatory Structure for Sri Lankan MFIs
Microfinance regulation in Sri Lanka plays a vital role in monitoring and supervising many
MFIs, although different regulatory bodies regulate various institutions. For example, the

SANASA federation also known as peoples’ movement is an apex body of primary societies under the
cooperative philosophy. It mainly provides funding to those societies that are qualified for it, especially
targeting the people from three different religious communities - Muslim, Sinhala and Tamil.
2
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Central Bank of Sri Lanka (CBSL) regulates its licence holding commercial banks. The
Department of Cooperative Development (DCD) regulates cooperatives, rural banks and
TCCSs. However, many institutions do not fall under any regulatory authority. Hence, these
institutions face challenges in deposit mobilisation, poor loan recovery, poor governance
practices, and high transaction costs (CBSL, 2018).
Given this situation, several attempts have been made to bring these organisations under a
regulatory authority's umbrella. To ensure the stability and fair practice of microfinance
business, the parliament of Sri Lanka passed the Microfinance Act, No. 6 of 2016, which came
into effect in July 2016 (CBSL, 2018). The purpose of enacting this Act is to give licenses to
companies, regulate and monitor their activities with the CBSL board's support. All MFIs
registered under this Act are known as Licensed Microfinance Companies (LMFCs). This Act
also encourages non-regulated NGOs to be registered with Act, No. 31 of 1980, but under the
Voluntary Social Services Organizations (VSSOs). Besides, there is an apex body for
supporting the microfinance sector, called Lanka Microfinance Practitioner Association
(LMPA), created in 2006 to regularly supervise and monitor its registered member
organisations based on their performance. It also gives efficient guidelines to MFIs to enhance
sustainable microfinance services for all stakeholders involved. LMPA, being a non-profit
organisation, functions under the Companies Act, No. 7 of 2007 and has been recognised by
the CBSL (LMPA, 2019).

2.3.7 Microfinance in Afghanistan
The movement of Afghan microfinance began with a gleaned experience of the industry in
other South Asian countries. The microfinance sector in Afghanistan came into existence in
2003, when the Government of Afghanistan established the Microfinance Investment Support
Facility for Afghanistan (MISFA) with the help of the Consultative Group to Assist the Poor
(CGAP), Department for International Development (DFID), Novib and the Governments of
Denmark and Canada, Sida, the USAID, and the World Bank. MISFA is an apex organisation
to pool diverse donors’ funding mechanisms and streamline flexible support to MFIs in
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Afghanistan (SAMN, 2010). It is until 2002, formal microfinance system in Afghanistan was
practically absent. Only a few insolvent state-owned financial organisations were operating in
the country. Hence, people were highly dependent on informal credit sources such as money
lenders, friends and family, landlords and shopkeepers. With the establishment of MISFA and
its funding support, 15 national and international MFIs, mostly NGOs, have emerged to render
microfinance services to the poor and the underserved micro-enterprises in Afghanistan. It is
claimed that MISFA raised around $100 million from donors and $30 million from the World
Bank in 2008 to improve the microfinance sector in the country (SAMN, 2010). Currently,
various types of MFIs are operating in the country. These institutions are commercial banks,
credit unions, NGOs and NBFIs.

2.3.8 Regulatory Structure for Afghan MFIs
There is no specific regulatory authority to regulate or supervise the activities of MFIs in
Afghanistan. Most of the MFIs report their data to the MISFA, which funds and guides them in
exercising a good governance structure (SAMN, 2010). MISFA also plays a significant role in
enhancing MFI transparency by inducing its member institutions to submit their annual reports
to the MIX Market database. The only exception is with the deposit-taking MFIs, which come
under the regulation of the central banking authority, called Da Afghanistan Bank (DAB). All
deposit-taking MFIs are required to obtain a licence from DAB (SAMN, 2010). In this case,
two commercially oriented microfinance banks, such as the First Microfinance Bank
Afghanistan (FMFB-A) and BRAC Afghanistan Bank (BAB), are regulated and supervised by
DAB (Hussein, 2009).

2.4. Definitions of Corporate Governance
A wide variety of literature has provided many definitions of corporate governance in various
research contexts. However, the question is empowered whether academics have universally
accepted those definitions to date. The plurality of definitions, de facto, relies on contexts or
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institutions and the prevailing theories upon which the authors draw their research. This thesis
has highlighted several important definitions of corporate governance that are as follows:
According to the Cadbury Committee Report (1992, p. 15), “Corporate governance is the
system by which businesses are directed and controlled.” Although it is a widely adopted
definition in the extant literature, it represents the narrow remit of the committee, which was
associated with financial elements of corporate governance (Page and Spira, 2016).
Shleifer and Vishny (1997a, p. 737) describe corporate governance as “The ways in which
suppliers of finance to corporations assure themselves of getting a return on their investment”.
This definition concentrates on the maximisation of investor profits through various corporate
governance mechanisms such as ownership, CEO remuneration, and board structure.
However, Carney (2011) goes to great lengths to argue that wider stakeholders play an
essential part in firms' performance, but this definition does not include them; thereby, careful
consideration should be given to this definition while approaching it.
Over the subsequent decade, the Organisation for Economic Cooperation and Development
(OECD) report (2004, p. 11) outlines the concept of corporate governance as “It involves a set
of relationships between a company’s management, its board, its shareholders and other
stakeholders”. This definition provides a diverse perspective of corporate governance, as
argued by Page & Spira (2016). It appears that this definition is broader than what Shleifer
and Vishny (1997a) and Cadbury (1992) have proposed, as it talks not only about
shareholders but also about all stakeholders. It also includes external and internal dimensions
such as social well-being, economic growth, and firms' survival.
Recently, corporate governance has also been defined “as a mechanism used to control the
relationship between boards and other stakeholders (management,

society, and

shareholders) and functions of the board of directors” (Nordberg, 2011, p. 41). This definition
receives support from other authors who suggest that corporate governance signals a firm’s
ability to minimise and control stakeholders' risks and thus contributes to organisational
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legitimacy (Schneider and Scherer, 2015). From the above definitions, it becomes apparent
that corporate governance is an effective tool to align various groups of stakeholders and
enhance organisational performance.
In the microfinance context, Labie and Mersland (2011, p. 287) modify the phrasing of OECD
and define corporate governance “as a system, or a set of mechanisms, by which an
organisation is directed and controlled in order to reach its mission and objectives”. This
industry-specific definition of governance is also relevant to the current study aim, which
addresses corporate governance mechanisms and multiple objectives of MFIs by considering
the institutions and their stakeholders' interests.

2.5 Corporate Governance in South Asia
2.5.1 Corporate Governance Framework in Bangladesh
Bangladesh is a neighbouring country of India and Myanmar and is the least developed
country located in South Asia (Rahim and Alam, 2014). Bangladeshi corporate governance
sector is primarily controlled by foreign owners or groups of families or founder families
(Farooque et al., 2007). As a common law country, Bangladesh's corporate legal structure has
received much influence from older UK legislation. Like a few other countries worldwide,
Bangladesh does not hold an official corporate governance code optimal for all types of
companies operating in the country. Hence, the concern is that many organisations are without
the mandatory or ‘best practice’ guidance despite the adoption of the Bangladesh Securities
and Exchange Commission (BSEC) that is only applicable to listed companies (Khan et al.,
2013). Nevertheless, Bangladesh's corporate issues are dealt with by a core regulatory tool,
called the Companies Act 1994 (Rahim and Alam, 2014).
Several corporate governance attributes, for example, ownership structure, liabilities and
rights of the board of directors, corporate governance practices of a company and its
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characteristics, are all defined by the Companies Act 19943. The BSEC requires, among other
things, at least five board members with one independent director, professional experience
and qualification of the audit committee for all listed firms (Khan et al., 2013; Samaduzzaman
et al., 2015).
Furthermore, the 1994 Companies Act and 1991 Bank Companies Act recognise a firm’s
directors to be socially responsible for all stakeholders (particularly with regards to CSR
practices) along with their financial performance (Rahim and Alam, 2014). This code applies
to all organisations, including MFIs operating in the country. Apart from these requirements,
the MRA also requires the financial statement of all MFIs published quarterly, half-yearly or
annually to be audited by certified accountants (MRA, 2016).
Following the Companies Act 1994, the Bangladesh Enterprise Institutions (BEI) has further
developed the code of corporate governance for private and commercial sectors, including
NGO-MFIs. This corporate governance code prescribes some principles, procedures, and
processes to ensure quality corporate governance practices (BEI, 2004). The BEI developed
a set of corporate governance codes for MFIs and listed companies in Bangladesh with the
contribution of the Taskforce on Corporate Governance (TCG) and in line with other
international and national corporate governance codes and principles. The international
corporate governance codes include the Desirable corporate governance code of
Confederation of Indian Industry (CII) in India, OECD governance principles, the Sri Lanka
Central Bank Code, corporate governance code of Pakistan, the Malaysian corporate
governance code, the UK combine code of governance, Myners Report (UK), etc.

2.5.2 Corporate Governance Framework in India
In India, corporate governance practices originated in the 1990s when regulatory bodies
undertook various reforms to improve companies' governance structure. In that era, especially
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Section 104 of Schedule 1 of the Company Act 1994 (Rahim and Alam, 2014).
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with the post-economic liberalisation in 1991, India shifted towards a more open and marketfriendly economy when the country experienced a spectacular growth of stock markets (Som,
2006). It also witnessed a series of corporate collapses and scams, including Bhansali Scam,
Ketan Parikh Scam, Harshad Mehta Scam, the Vanishing Company Scam, UTI Scam, and
the most unforgettable Satyam scandal, which consequently required the improvement and
reformation of corporate governance structure (Arora and Sharma, 2016). The need for
capital, all else being equal, also led to corporate governance reform (Black and Khanna,
2007). One of the most significant reforms was establishing the Securities and Exchange
Board of India (SEBI) in 1992 (Jackling and Johl, 2009).
In 1996, the CII took the first institutional initiative on launching a voluntary corporate
governance code in India. The goal was to develop and promote corporate governance
principles to be followed by private and public corporate entities, including banks and financial
institutions (CII, 1998). The code was developed in line with the Cadbury Committee Report.
The National Task Force (NTF) then presented the draft guidelines and the corporate
governance code at the national conference and the annual session of CII in April 1997. CII
eventually promulgated the code in 1998. Between 1998 and 2000, CII induced over 20 firms
to exercise far more information disclosure consistent with the code (Farooq and Werner,
2003). Although some major firms adopted CII principles, the proposed corporate governance
code of CII was voluntary that would apply only to large Indian firms. Hence the general opinion
was that such a voluntary approach was insufficient to encourage external investors to invest
in Indian firms (Black and Khanna, 2007).
In 1999, SEBI took the second major initiative by setting up the Kumar Mangalam Birla
Committee (KMBC) to promote and improve corporate governance principles for listed
companies through the enactment of Clause 49. The committee's primary objective was to
view corporate governance from the investors’ perspective and prepare a code appropriate to
the Indian corporate environment (Guha et al., 2019). In 2002, SEBI brought some changes
to the stock exchange listing requirements through Clause 49 to address governance
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concerns (Black and Khanna, 2007; Som, 2006). By December 2005, Clause 49 required all
listed firms to comply with its disclosure and transparency requirements. The firms were
required to use information about governance practices in a separate corporate governance
section in the annual report. Some mandatory and non-mandatory arrangements
recommended for listed companies by KMBC in Clause 49 relating to the combination of
internal and external directors in the boardroom, ≥ 50% board independence mandatory for
small and large companies if CEO duality role is exercised in a company; if not, ≥ 30%,
mandatory audit committee for public companies, CEO/CFO certification of financial
statements and effectiveness of internal controls and compliance with corporate governance
by auditor or company secretary (Black and Khanna, 2007; Dharmapala and Khanna, 2013;
Som, 2006).
Along with SEBI’s Clause 49, the Ministry of Corporate Affairs (MCA) also played a pivotal
role in dealing with corporate governance disclosures. MCA established the National
Foundation for Corporate Governance (NFCG) in tandem with CII, the Institute of Chartered
Accountants of India (ICAI) and the Institute of Company Secretaries of India (ICSI) to promote
good corporate governance practices in Indian firms (Thrikawala, 2016). MCA formed
committees to enhance corporate governance in corporate firms by reforming the Companies
Act 1956 to the Companies Act 2013. It also mandated the CSR disclosures for companies in
2011 (Manchiraju and Rajgopal, 2017). To adapt to the new Companies Act 2013, SEBI made
some amendments in Clause 49. It published a new circular on amendments in April 2014.
The purpose of updating Clause 49 was to bring some corporate governance norms, including
appointing independent directors, their tenure and liability, disclosures, and mandatory
requirement of the consolidated financial report (Arora and Bodhanwala, 2018), female
director representation in the board, etc. Overall, various reforms have played a critical role in
tackling corporate scandals by strengthening board oversight role in management, improving
board independence and tightening disclosure requirements for Indian corporate firms.
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Even though most of the corporate governance reforms applied to stock exchange-listed
companies, there was some effort in improving governance standards of MFIs in India.
Notably, the governance of MFIs came to the forefront of the RBI regulatory body when the
microfinance crisis erupted in the Andhra Pradesh region of India. The ordinance passed by
Andhra Pradesh's government showed a knee-jerk reaction to the governance issues of MFIs
in the region (Saraswathy-Amma et al., 2019). Following the Andhra Pradesh scandals and
collapses of MFIs, RBI took a regulatory step for MFIs, especially by setting out corporate
governance guidelines for registered and regulated NBFC-MFIs to enable them to adopt best
practices of corporate governance and greater transparency in their operations (RBI, 2012).
In particular, NBFC-MFIs are compiled by the corporate governance guidelines of RBI, Clause
49 of SEBI and the law of Companies Act 2013 (Vishwakarma, 2017).
In this respect, several recommendations provided by RBI include MFI disclosures of financial
indicators in the statement by qualified auditor/s following the Audit and Assurance Standards
(AAS) as issued by the Institute of Chartered Accountants of India (ICAI), the composition of
the board with 1/3rd of independent directors, board committees with one independent
chairman in the audit committee, etc. Overall, it is required that every MFI should have sound
systems of corporate governance in line with the rules specified by the RBI regulatory authority
(RBI, 2011).

2.5.3 Corporate Governance Framework in Pakistan
Like India, several corporate governance reforms were implemented by the government and
regulatory institutions in Pakistan to improve private and public companies' governance
structure. The corporate governance laws in Pakistan come under various categories, for
example, civil laws related to claims and their recovery, corporate laws, listing requirements
of stock exchanges and their bylaws, regulations developed under company laws, criminal
laws and special prosecution come under National Accountability Ordinance 1999 for
corporate fraud and misappropriation (Qurashi, 2018). These laws' objectives are to make the
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corporate governance structure more effective to ensure better transparency and disclosure,
safeguard shareholder rights and improve firm performance.
The first step taken by the government of Pakistan was the establishment of SECP in 1999
under the SECP Act 1989 (Qurashi, 2018). The establishment of SECP was influenced by
Securities and Exchange Ordinance 1969, Companies Ordinance 1984, and Securities and
Exchange Act 1997 (Nazir et al., 2009). SECP aims to develop sound regulatory principles for
a modern and efficient corporate sector and a capital market for economic growth (Sheikh and
Wang, 2012). SECP introduced the first corporate governance code in collaboration with the
Institute of Chartered Accountants of Pakistan (ICAP), the Institute of Cost and Management
Accountants of Pakistan (ICMAP) and three stock exchanges (i.e., Islamabad, Karachi and
Lahore) in March 2002 (Javid, 2010).
The purpose of the 2002 corporate governance code was to establish a corporate governance
system whereby directors, in compliance with the best practices, will direct and control
companies to protect diverse stakeholders' interests (Sheikh and Wang, 2012; Udin et al.,
2017). The code's compulsory requirements include directors’ responsibilities and functions,
their tenure, training and meetings, duties of company secretary, CFO and audit committee,
appointment criteria for hiring internal and external auditors, etc. (Nazir and Afza, 2018). The
code's voluntary requirements entail the restrictions to be followed by brokers when becoming
board directors and the appointment of independent directors in the boardroom. These
recommendations are compatible with international best practices such as UK Cadbury
Committee Report, King Committee Report on corporate governance in South Africa and
OECD governance principles.
In April 2012, SECP reformed the 2002 corporate governance code for listed companies by
adding nine revisions and three introductory clauses in the earlier version (Nazir and Afza,
2018). The new clauses and other provisions include CEO non-duality (appointment of a nonexecutive chairman), at least one independent director must be present in the board but 1/3rd
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of total directors to be preferably independent, a decrease in board size from 10 to 7 directors,
a decrease in executive/internal directors from 75% to 1/3rd of total directors including the
CEO, an increase in board diversity, audit committee comprising a non-executive chair and
directors, internal audit policy, etc. Revision of the old code has been done because of the
lessons learnt from the practical issues, changing governance concerns, economic
circumstances and considerations relevant to the listed companies, and to ensure that it aligns
with international best practices (SECP, 2012).
In line with the corporate governance code of SECP, SBP (the central bank of Pakistan) as a
regulatory body has proposed some corporate governance guidelines for banks, NBFIs,
registered MFIs and other financial institutions to reinforce the stability of the financial sector.
It launched a project in 2002 jointly with SECP and the Ministry of Finance to implement a
corporate governance code for the banking sector (Khalid and Hanif, 2005). It published a
handbook on some corporate governance recommendations and guidelines in 2003 that cover
four key areas: the board of directors, auditors, disclosure, and management. In 2014, SPB
recommended some corporate governance guidelines to microfinance banks, including the
board size and composition, separation of CEO/chairman roles, board responsibilities,
effective internal controls, certification of external auditors, disclosure, etc.

2.5.4 Corporate Governance Framework in Sri Lanka
In Sri Lanka, corporate governance has become a renewed interest in recent times, especially
with corporate scandals and regulatory authorities' regulatory measures for safeguarding the
investors’ interest (Azeez, 2015). The Sri Lankan corporate governance system is linked to
various international corporate governance codes. Historically, the Institute of Chartered
Accountants of Sri Lanka (ICASL) was the first to take the initiative in 1997 to propose a
voluntary code of best practices on matters relating to financial aspects of corporate
governance. The code was designed for all listed companies, including banks, financial
institutions, insurance companies, unit trusts and fund management companies.
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Later on, the existing code was updated and issued in 2003 to be consistent with the UK
Combined Code 1998 as the code of best corporate governance practices (Thrikawala, 2016)
and the recommended corporate governance guidelines of OECD 1999 for South Asian
countries (Uddin et al., 2017). This update came with a new code of best practice on audit,
and it was done in collaboration with the Securities and Exchange Commission (SEC). It is
generally accepted that the Sri Lankan corporate governance system is a replica of the British
model and covers many financial and non-financial aspects, auditors, the board of directors
and shareholders in the firm.
In 2008, ICASL replaced the 2003 code of best practices on corporate governance jointly with
the SEC to strengthen the corporate governance framework for listed firms in Sri Lanka. Thus,
the rules set out in the 2008 code formed part of Colombo Stock Exchange (CSE) listing rules
and became mandatory for firms, including banks. SEC imposed the statutory requirement for
all listed firms to follow stringent corporate governance guidelines (Rajeevan and Ajward,
2019). This new corporate governance reform mandated the minimum number of independent
non-executive directors (at least 1/3rd of directors) in the board, impartial auditing practices,
separation of ownership from management and CEO non-duality. If there is a CEO dual role
in a company, it must be justified in the annual report, and thus, the company should hire a
majority of non-executive directors on its board (Thrikawala, 2016).
In addition to the CSE listing rules, CBSL also proposed some corporate governance
guidelines in 2013 for financial companies, including listed and non-listed banks and NBFIs
with microfinance business operations (CBSL, 2013). The guidelines are in line with the
Banking Act No. 30 of 1988, Companies Act No. 7 of 2007 and Microfinance Act No. 6 of 2016.
The suggested provisions entail hiring skilled and experienced independent and nonexecutive directors with their duration in the board, the non-executive chairman independent
of a CEO, disclosures on the annual report certified by external auditors according to the
accounting standards, minimum core capital requirement for business operations, etc.
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Along with other corporate governance aspects, CBSL, in conjunction with the accounting
standards of ICASL and SEC guidelines, has also issued some essential guidelines for
auditing practices by NBFIs. The purpose is to ensure that the external audits are conducted
satisfactorily to ensure efficient standards in their operations (CBSL, 2013). These companies
need to use independent external auditors to oversee internal control, transparent accounting
and auditing practices. This is because capital providers demand quality and transparent
reporting before they invest in the company. Therefore, CBSL requires all registered financial
companies to appoint an external auditor, be it a Big-4 or a non-Big-4 firm, from the panel of
listed external auditors for an independent financial statement audit. The audit committee will
play a role in hiring internal and external auditors and monitoring their audit functions.

2.5.5 Corporate Governance Framework in Afghanistan
In Afghanistan, the concept of governance is a relatively recent phenomenon. The war-torn
country has constantly faced challenges to improve governance practices for all public and
private, listed and non-listed companies. Indeed some regulatory reforms such as the
Commercial Code Law of State-Owned Enterprises (CCLSOE), Insurance Law (IL) and Law
of Limited Liability Companies and Corporations (LLLCC) have been enacted for companies.
However, they do not contain any legislative provisions about corporate governance (World
Bank, 2009). Nevertheless, the effort is not less to bring corporate governance laws and
regulations into force for the banking sector, aimed at monitoring banks and financial
institutions' activities, strengthening their corporate governance practices and smooth
operations in the country.
The significant corporate governance reform was made by the central bank of Afghanistan Da Afghanistan Bank (DAB) in 2016 for banks and financial institutions, including MFIs (DAB,
2016). DAB has proposed the code of corporate governance under the by-laws (prudential
regulations) by following Article 177 and Chapter 5 of the Banking Law of Afghanistan (BLA).
The objective of reforming the corporate governance structure for banks and financial
institutions is to help support and strengthen corporate decisions to achieve the corporate goal
36

and protect shareholders and other stakeholders' interests. Thus, several recommendations
prescribed in the corporate governance code include accountability of Board of Management
and Board of Supervisors to General Assembly of Shareholders, transparency of corporate
structures and operations, safeguarding the interest of depositors, and meeting obligations
toward shareholders after considering the interest of other recognised stakeholders. DAB also
requires all banks to follow International Financial Reporting Standards (IFRS) developed and
issued by the International Accounting Standards Board when disclosing accounting
information (IFRS, 2017).
More specifically, the institutions are required to hire: at least two-thirds of independent board
members along with an independent or non-executive chairman in the board of supervisors,
an audit committee with the majority of independent members to review annual financial
statement before the approval of the board, supervise internal auditor and monitor their
relationship with the external auditors, the appointment of an external audit firm authorised by
DAB, etc. The external auditor should report directly to the board of supervisors and be
accountable to the shareholders. Furthermore, DAB requires banks to disclose corporate
information and be transparent to shareholders, depositors, and other stakeholders,
maintaining high-quality accounting and financial and non-financial disclosure (DAB, 2016).
The table below presents a brief comparison of corporate governance codes for the selected
South Asian countries.
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Table 2.1: Comparison of Corporate Governance Codes among South Asian Countries
Corporate
Governance Codes
Board Size

Bangladesh

India

Pakistan

Sri Lanka

Afghanistan

Not specified, but board
size should be
reasonable

Not specified

Between 5 and 11
members for financial
companies

Board Independence

Boards should include a
substantial number of
independent directors

Board Gender
Diversity

Not specified, but boards
should comprise a mix of
directors

At least 1/3rd of board
directors should be
independent for NBFCMFIs
Boards should have
female representation

Not specified, but
board size should be
reduced from 10 to 7
for financial institutions
Preferably 1/3rd of total
board directors should
be independent

Between 3 and 9
members for banks
and financial
institutions
At least 2/3rd of the
board directors,
including the chairman,
should be independent
Not specified

CEO Duality

The chair and CEO posts
must be separate

Ownership Structure

Disclosure of
shareholders owning
more than 5% of shares.
Shareholders should
possess the power to
reform company
practices

External Auditor

All MFIs should hire an
independent external
auditor for an annual
audit of financial
accounts

The chair and CEO
posts must be
separate
Shareholders with the
proof of ownership
have voting rights at
general meetings and,
with at least 1% of the
paid-up share capital
of the company, can
exercise power in
removing directors.
Companies should hire
a qualified auditor to
review and certify
internally produced
audit report
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Boards should include
a group of members
with diverse gender
and skills
The chair and CEO
posts must be
separate
Not specified

Companies, especially
the listed ones, should
appoint an external
auditor rated by ICAP
to review the internal
audit report. Financial
institutions can keep
an external auditor for
a maximum period of
five years

At least 1/4rth of the
board directors should
be independent nonexecutive directors
Not specified

The chair and CEO
posts must be
separate
Shareholders can
exercise the control
power as the owners of
the company

The chair and CEO
posts must be
separate
Not specified, but the
majority of stake is
held by the
shareholders who will
exercise voting rights

Companies should hire
an independent
external audit company
from the panellist of
external auditors

The audit committee
shall recommend the
board an external audit
firm for a bank’s audit

Capital Structure

Not specified, but The
NGO-MFIs should
maintain a Fixed Assets
Register to account for all
the fixed assets and their
updated actual value
against book value.
Types of investments and
capital must be disclosed
in the financial statement

Sustainability/CSR
Disclosure

Companies should
disclose recommended
financial elements,
corporate CSR, and
environmental
responsibilities

RBI suggests NBFCMFIs hold a minimum
capital of 2 crores
Indian Rupees, but it
should be increased to
a net worth of 15
crores, maintaining the
15% of Capital
Adequacy Ratio
(CAR). Domestic social
capital funds from
social investors and
securitized loans from
banks are preferable
by MFIs
CSR disclosure is
mandatory by
companies as per the
requirement of the
MCA committee
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Not specified by
SECP, but SBP
requires MFIs/MFBs to
maintain a minimum of
1 billion Pakistani
Rupees if operating at
a national level and
less than that if
operating at a
provincial or regional
level. The MFBs shall
also maintain CAR
equivalent to at least
15% of their riskweighted assets
The board shall be
responsible for
disclosing financial and
non-financial elements,
including CSR, health,
safety and
environment etc.

The approved hybrid
capital instruments of
both equity and debt
capital a company can
use. A registered
finance company
needs to maintain a
minimum of 400 million
Sri Lankan Rupee as a
core capital
requirement for
business operation

The leverage ratio
should be reviewed
and evaluated by the
boards and presented
in the firm financial
reports

The board shall be
responsible for
disclosing financial
elements as per the
regulatory and
supervisory authorities'
requirements with
applicable accounting
standards.
Accountability and
transparency are also
included in the clause
for SMEs

Banks should disclose
adequate information
about company
objectives, governance
structure, board
responsibilities,
financial and nonfinancial disclosure,
board and
management
accountability to
shareholders,
depositors and other
stakeholders, etc.

2.4.6 International Corporate Governance Codes for MFIs
In addition to the corporate governance codes for MFIs in individual South Asian countries,
corporate governance guidelines have also been developed by two international philanthropic
organisations, namely the BBVA Microfinance Foundation in 2011 and the Council of
Microfinance Equity Funds (CMEF) in 2012. Based on the OECD and other generally accepted
international standards and good governance guidelines, these organisations have proposed
a series of good corporate governance practices designed explicitly for global MFIs. Suitable
corporate governance mechanisms are considered for all MFIs, regardless of their legal
structure (NGOs, cooperatives, banks, NBFIs, etc.). The corporate governance guidelines for
MFIs were written after consultation with investors and corporate governance experts in the
microfinance sector who shared their wisdom and experiences (BBVA, 2011; CMEF, 2012).
The corporate governance guidelines of BBVA and CMEF were proposed mainly for two
crucial reasons:
1. The lack of good corporate governance is one of the main challenges facing the sector,
especially in Latin America and the Caribbean. Corporate governance is related to an
institution's internal operating and control procedures. It plays a critical role in creating
transparency and trust for investors and in attracting capital. Good corporate
governance contributes to efficient management and considers stakeholder interests,
boosting the MFI's reputation and integrity and fostering customer trust (BBVA, 2011).
2. The Governance Guidelines have since been widely used and highly regarded as an
excellent source for governance information within the microfinance industry. Over the
past seven years, much has changed in the field of microfinance, and good
governance has become increasingly important (CMEF, 2012).
Both organisations have recommended some good governance practices to global MFIs,
including board composition, board diversity, board size, board meetings, board committees,
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information disclosure, etc. These recommendations are in line with the governance codes
highlighted for the selected countries in the table above.

2.5 Chapter Summary
This chapter provides a brief historical background of the microfinance sector. Here, how
microfinance evolved from usurious money lenders to the formal credit system worldwide has
been discussed. Furthermore, the chapter portrays a comparison between microcredit and
microfinance while defining the concept of microfinance. It presents several definitions for
microfinance from the perspectives of academics, policymakers and MFI regulators. It also
discusses the evolution and growth of the sector, various types of institutions involved in the
microfinance sector and the role played by various regulatory authorities in monitoring and
supervising MFIs in South Asia. There was also a discussion on the institutional transformation
of different players from non-profit to for-profit and non-regulated to regulated MFIs. Finally,
the chapter provides an overview of corporate governance and the development of corporate
governance principles in South Asian countries, followed by the international corporate
governance codes for global MFIs. The next chapter focuses on the literature review and
hypotheses development on governance and MFI TBL performance.
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CHAPTER 3: LITERATURE REVIEW, THEORIES, CONCEPTUAL
FRAMEWORK AND HYPOTHESES DEVELOPMENT.
3.0 Introduction
This chapter aims to review the literature and develop hypotheses on corporate governance
and TBL performance of MFIs. It begins by systematically reviewing the available literature on
microfinance governance and institutional outcomes of MFIs, as presented in Section 3.1.
Section 3.2 of the chapter discusses three theories (i.e., agency theory, resource dependence
theory and stakeholder theory) that serve as a theoretical foundation in this study. Section 3.3
develops hypotheses by evaluating the findings of past studies and acknowledging various
theoretical standpoints. Here, prior studies are taken into account in the literature review to
have a more profound knowledge of the relationship between corporate governance
mechanisms and the triple mission of MFIs. Section 3.4 finally concludes the chapter.

3.1 Systematic Literature Review
As Tranfield et al. (2003) proposed, this study has used a systematic method to review the
literature on microfinance governance comprehensively. Becheikh et al. (2006) suggest that
systematic review is useful for a researcher to uncover key scientific contributions to a
research field or question. A systematic review differs from the traditional narrative review
because it applies a transparent, reproducible and iterative review process to deal with the
problem of researcher bias and develops a comprehensive framework that combines agreed
exclusion criteria, cross-referencing between scholars and more exhaustive searches of
research databases (Phillips et al., 2015; Tranfield et al., 2003). Therefore, using this rigorous
review method on an extensive array of scientific publications, the current study identifies and
addresses some caveats of literature on microfinance governance and institutional outcomes
of MFIs.
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3.1.1 Systematic Review Procedure
Tranfield et al. (2003) propose an established three-stage formula for systematic review in the
management research field. There are several steps for each stage, but the researcher has
selected the most appropriate steps for the current study's review procedure (see Figure 1).
Other researchers such as Ahmad and Omar (2016), Albliwi et al. (2015) and Crossan and
Apaydin (2010) adopted and tested a similar formula in the research field of management and
governance. The subsequent section explains these steps:
Adapted from Tranfield et al. (2003).

Three-stage procedure
Planning the Review
 Systematic Review
purpose
 Systematic Review
protocol
development

Executing the Review
 Literature search
 Selection Criteria
application
 Study quality
assessment
 Data extraction
 Data synthesis
Figure 3.1: Steps Needed for Review Procedure

Documenting the Review
 Reporting
 Dissemination

3.1.1.1 Systematic Review Purpose
The purpose of using the systematic literature review in this thesis is to synthesise and
integrate current research on microfinance governance and uncover some research areas for
further investigation, especially on the corporate governance-performance relationship of
MFIs. Here, the thesis shows some novelty by, for the first time, summarising and combining
reliable findings of some germane studies using a scientific method to shed light on the
microfinance governance literature and articulating the significance and relevance of existing
research in this domain.
3.1.1.2 The Review Protocol Development
This study follows the guideline of Tranfield et al. (2003) for developing research protocol by
addressing the critical steps under the review execution procedure:
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3.1.1.3 Literature Search Strategy
The study considered seven leading databases for the literature search: Google Scholar,
Emerald, EBSCO host, Springer Link, Science Direct, Taylor & Francis and Wiley Online
Library. These are the largest and best data sources for finding a wide array of relevant articles
from accounting and finance, business and management and economic fields. All materials of
these databases were accessed through the researcher’s university learning resource centre.
The keywords used in the search strings for literature search include: (“microfinance”) AND
(“governance” OR “governance quality” OR “board structure” OR “ownership structure” OR
“disclosure practice” OR “audit quality” OR “capital structure”). These keywords were selected
after performing a preliminary review of the titles and abstracts of some articles.
Using similar keywords for selected databases, the search strings helped identify an initial
pool of 342 results (see Figure 2). The researcher did not choose any specific timeframe for
sample selection as it would lead to the exclusion of many relevant studies for a review. By
not doing so, the researcher was able to review more studies and minimise systematic bias.
However, as shown in Figure 3, the search strings identified relevant and quality publications
between 2001 and mid-2019. The study has considered 2019 for the timeframe for reviewing
more recent publications.
3.1.1.4 Selection Criteria Application
In line with some prior review studies in various management disciplines and the guidelines
proposed by Tranfield et al. (2003), this research applied some selection criteria for sampling
the articles for a review. The study selected papers that met all the inclusion and exclusion
criteria outlined in Table-I. The researcher carefully read titles, abstracts and, in some cases,
full texts of articles to ascertain their relevance. It was possible to separate 75 papers from the
total number of 342 studies at this stage. It is necessary to note that the researcher did not
only consider some general review criteria to judge the relevance of studies but also applied
quality assessment criteria to the selection process for best-quality evidence, which is
discussed in the next stage.
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Table 3.1: Literature Search Criteria
Inclusion Criteria
Exclusion Criteria
1. Papers published in peer-reviewed
1. Non-relevant articles
journal outlets and books
2. Papers that are not within the
2. Papers that purely address all or few
parameter of MFI governance
MFI governance variables
3. Grey
literature
(i.e.,
reports,
3. Papers written in English
magazines,
conference
papers,
policy statements, theses etc.)
4. Non-academic materials such as
websites and social media
3.1.1.5 Quality Assessment for Studies
Christofi et al. (2017) suggest that quality appraisal aims to appropriately check and justify
whether the selected studies are valid for a review and give the reader sufficient information
to specify if they can apply the systematic review to their research study. However, identifying
and conducting study quality assessment to develop a systematic review methodology is
complex and is a major challenge in management research (Tranfield et al., 2003). The reason
could be that there is no homogeneous and commonly accepted method of assessing study
quality. Nevertheless, a simple way was applied in this research to evaluate the selected
studies' quality. It is in line with the study by Ahmad and Omar (2016) that considers reviewing
those articles indexed either by ISI Web of Science (WoS), Scopus or some of them by both
databases. This process helped in identifying and selecting quality peer-reviewed papers for
this research. It is claimed that WoS is one of the most comprehensive databases that record
peer-reviewed journals in the social sciences (Crossan and Apaydin, 2010). Similarly, Scopus
is also a large database that covers a broader range of good quality publications. However,
these two databases substantially overlap and parallel each other (Meho and Rogers, 2008).
Hence, this simple process has led to the final sample of 68 articles for review.
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Articles identified from selected online databases
in titles, abstracts or keywords (N = 342)

Articles eliminated from databases
due to the duplication (N = 181)

Total articles (N = 162)

Articles excluded after full text
evaluation (N = 86)

Total articles (N = 75)

Articles excluded after quality
assessment (N = 7)

Total relevant articles
included (N = 68)

Figure 3.2: Articles Selection Process
3.1.1.6 Data Extraction
Data were extracted from selected studies after quality appraisal to minimise human bias and
error (Tranfield et al., 2003). Excel spreadsheets were used to prepare a data extraction form
that documents information about items such as the author/s and year of publication, research
title/question, research methodology/data, theoretical application, and the synopsis of study
findings (see Appendix 2). The data extraction process was carefully checked to ensure that
the data extracted from selected papers meet the systematic review's purpose in this study.

3.1.2 Reporting and Dissemination of Findings
This section presents the findings of past reviewed studies. The results hold information about
the rise in academic publications, methodological application, geographical distribution,
theoretical lenses, key governance mechanisms used, antecedents and consequences of MFI
governance examined by past studies.
3.1.2.1 Rise in Academic Publications
This review covers a time frame of more than one and a half decades for data collected from
various scientific publications in the research domain of microfinance governance. Figure 3.3
below shows that the first article identified in this review was published in 2001. Since then,
there has been a considerable growth in the number of academic publications. Although the
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period between 2001 and 2011 shows a low volume of publications with less than one
scholarly paper published on an average per year, surprisingly, most publications have been
found between 2014 and 2017. This trend signals that scholars are currently showing more
interest in studying microfinance governance.
Even though the growth trend is incremental, the overall number of publications is relatively
low. Nevertheless, this low volume of publications is sufficient for a systematic review of this
kind. This is because there is no agreed minimum number of studies required for conducting
a systematic review (Albliwi et al., 2015). However, it is worth noting that the low volume of
publications points out that microfinance governance and its impact on MFI performance in
particular still needs much more investigation.

No. of studies published

14

Publication trend in MFIs governance

12
10
8
6
4
2
0

Publication Year

Figure 3.3: Rise in Publications on Microfinance Governance Research
3.1.2.2 Methodological Application
As presented in Figure 3.4, this study has found that around 84% of all reviewed papers (no
= 56) are mainly quantitative with a positivism research paradigm. By contrast, approximately
5% of studies (no = 3) are qualitative with an interpretivism research paradigm, whereas only
1% of them (no = 1) are based on mixed methodologies with a pragmatic view. Furthermore,
around 9% of all publications (no = 6) are literature review, while just 1% of them (no = 1) is
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conceptual study. In addition to that, the review has found that the vast majority of quantitative
empirical studies preferred secondary (archival) data over primary data. These studies
considered three primary sources for secondary data: annual reports/financial statements of
individual MFIs, Microfinance Information Exchange (MIX) and third-party rating agencies
through www.ratingfund2.org. The data on these data sources are readily and publicly
available for researchers.
In contrast, a few studies used survey techniques to collect primary data. Qualitative studies
used interviews to collect primary data from the board of directors and senior managers of
MFIs. The remaining study with the mixed-method approach used heterogeneous data
collection techniques (i.e., interviews, case studies and surveys).
Methodologies applied in microfinance governance
research
Conceptual
study
Mixed
1%
methodology
1%

Lit. review
9%

Qualitative
methodology
5%

Quantitative
methodology
84%

Figure 3.4: Proportion of Studies with Different Methodologies
3.1.2.3 Geographical Distribution of MFI Governance Studies
As presented in Table 3.4 below, the study has found that researches on microfinance
governance took place in various geographical settings. More specifically, it reveals that most
of the empirical studies on governance and MFI performance were conducted in developing
countries. Only one study was done in a developed country (i.e., France) for a single country
analysis. Furthermore, 34 studies took place in multiple countries. On the other hand, there
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are 19 studies for single country design. Three studies are for dual country analysis, which is
commonly the least sampled context found in this review. There is no explicit reference to the
geographical coverage for the remaining 12 articles.
Table 3.2: Geographical Distribution of the Selected Articles
Country sample design

Geographical distribution

Total articles

Single-country design

Bangladesh (2), India (1), Sri Lanka (3), Pakistan

19

(1), Ghana (3), Uganda (2), Ethiopia (2), France (1),
Cameroon (1), Nigeria (2), Tanzania (1)
Dual-country design

Sri Lanka-India (2), Zambia-Nigeria (1)

3

Multi-country design

73 countries, 82 countries, 31 countries, 60

34

countries, 73 countries, 54 countries, 73 countries,
67 countries, 3 countries, 64 countries, 73
countries, 57 countries, 30 countries, 75 countries,
30 countries, 18 countries, 73 countries, 35
countries, 41 countries, 76 countries, 21 countries,
5 countries, 62 countries, 3 countries, 18 countries,
60 countries, 18 countries, 73 countries, 60
countries, 6 countries, 34 countries, 76 countries,
98 countries, 69 countries
N/A

12

3.1.2.4 Theoretical Application
To advance the knowledge of theoretical application in the research domain of microfinance
governance, this review has synthesised several theories, which prior studies applied to
explain various corporate governance mechanisms and firm outcomes of MFIs. The review
has found that 26 out of 68 studies lack a theoretical direction. Of the 42 reviewed articles with
theories, 16 studies applied a single agency theory mainly to understand the agency conflicts
and relationship between agents (managers) and principals (owners) (Hartarska, 2005;
Kyereboah-Coleman and Osei, 2008; Tchakoute-Tchuigoua, 2010; Thrikawala et al., 2016a;
Wamba et al., 2018) just to mention a few. Hence, these studies offered a rich insight into the
role of boards in controlling and monitoring the management of MFIs by using an agency
theoretic framework. Therefore, the board monitoring role was the central focus of the
reviewed studies.
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While some studies heavily relied on agency theory, other studies departed from this theory
by challenging its boundary conditions and considered more theories to understand
microfinance governance (see Appendix 2). Accordingly, 26 reviewed studies used some or
all other major governance and management theories along with agency theory (or separately)
for an empirical analysis of different corporate governance variables of choice and MFI
performance. These theories include institutional theory, legitimacy theory, stewardship
theory, resource dependence theory and stakeholder theory, gender role theory, critical mass
theory, motivated agent theory and ownership theory4. Overall, studies that used a blend of
theories have provided some understanding of how multiple theories can explain the diverse
roles of MFI boards.
3.1.2.5 Dimensions of Governance and Performance Addressed
The results obtained from the review reveal that there is a dominant focus of the majority of
studies (no = around 41 out of 68) on the relationship between different corporate governance
variables (both internal and external) and performance measures5 of MFIs (see Appendix 2
for more details). Of the total selected studies, four articles investigated the performance effect
of some external corporate governance mechanisms (jointly or separately) such as
competition, disclosure rating, external audit, MFI regulation and national governance quality
(e.g., Beisland et al., 2018; Hartarska, 2009; Nihel and Younes, 2015; Quayes and Hasan,
2014). By contrast, some other studies investigated the performance effect of several internal
corporate governance mechanisms such as board size, board education, board committees,
board gender diversity, board independence, board meeting frequency, CEO-chairman
duality, CEO tenure, internal auditor, ownership type (for-profit or non-profit) and capital

4

For the sake of brevity, citations are not used here. More details about which studies have used
different theories for various corporate governance mechanisms can be found in Appendix 2.
5
Some common measurement indicators used in the literature to measure MFI financial and social
outreach performance are financial self-sufficiency (FSS), operational expenses (OpEx), Operational
self-sufficiency (OSS), portfolio at risk>30days (PAR), return on assets (ROA), return on equity (ROE),
average loan balance per borrowers/GNI per capita (ALB/GNI) for depth of outreach, number of women
borrowers and number of active borrowers (NWB, NAB) for breadth of outreach.
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structure (e.g., Abate et al., 2014; Augustine et al., 2016; Dato et al., 2018; KyereboahColeman and Osei, 2008; Mersland and Strøm, 2008a; Mori et al., 2015; Servin et al., 2012)
to cite a few here. Nevertheless, studies mainly emphasised the internal control and
management monitoring of MFI boards by using board and leadership characteristics and
other internal corporate governance mechanisms as specified above.
On the other hand, the review shows that most empirical studies with different theories and
research approaches addressed the effect of governance on both financial and social
performance dimensions (dual bottom line) of MFIs in different geographical contexts. Only a
few articles (no = 7) linked governance to either of these two performance dimensions
separately. However, studies on MFI governance-performance relationship generated
incongruent results (see Appendix 2 for more details). Likewise, some studies found a positive
correlation between corporate governance structure and MFI performance (Allemand et al.,
2013; Augustine, 2012; Augustine et al., 2016; Chakrabarty and Bass, 2014; Dato et al., 2018;
Kyereboah-Coleman and Osei, 2008; Mori et al., 2015; Nihel and Younes, 2015; Pascal et al.,
2017; Strøm et al., 2014; Tchakoute-Tchuigoua, 2010; Thrikawala et al., 2016a, 2017; Wamba
et al., 2018). Other studies found both positive and negative associations between these two
variables (Abate et al., 2014; Bakker et al., 2014; Bassem, 2009; Estapé-Dubreuil and
Torreguitart-Mirada, 2015; Hartarska, 2005; Hartarska and Mersland, 2012; Mersland and
Strøm, 2009). On the contrary, some other studies did not find any influence of governance
on MFI performance (Aboagye and Otieku, 2010; Hartarska, 2009; Mersland and Strøm,
2008a; Siwale and Okoye, 2017). Thus, it is assumed that prior studies' paradoxical results
have perhaps stemmed from differences in data, geographical settings, and techniques used
for data analysis.
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3.1.3 Discussion and Gaps in Literature
3.1.3.1 Empirical Limitations of the Reviewed Studies
As reported in the findings section above, the reviewed studies linked corporate governance
mechanisms to MFI financial and social performance by omitting the environmental
performance dimension. It is argued that global MFIs are now rapidly transforming and
exercising various performance dimensions together (Allet and Hudon, 2015). Scholars
suggest that governance and management issues, holding all else being equal, may also
affect the environmental performance of MFIs (Forcella and Hudon, 2016). To be precise,
ecological sustainability is a crucial dimension of CSR, and MFIs can show their commitment
to society by engaging in environmental practices. Therefore, it is an ongoing debate over
what corporate governance attributes can effectively impinge on social business behaviour
(Walls et al., 2012) and this requires an empirical investigation (García-Perez et al., 2017).
The current study intends to fill this knowledge gap of literature by addressing it in the context
of South Asian developing economies.
Regarding the board structure, there is a large body of literature (41 articles) on corporate
boards and MFI dual bottom-line performance. The reviewed studies also found that board
structure is an important predictor of MFI performance. Accordingly, some studies have
emphasised the need for corporate boards since they are the apex bodies of MFIs in
monitoring and counselling their management and linking these institutions to external parties
for resources (Mori and Charles, 2018; Mori and Mersland, 2014; Tchakoute-Tchuigoua,
2015a). However, studies on the MFI board structure-dual mission relationship convey
substantial variations in their findings (see Appendix 2). Furthermore, no studies have
investigated the effect of different board attributes on MFI TBL performance to date. Hence,
previous studies' equivocal results and a lack of research on board governance and MFI
environmental bottom line point to the need for further investigation on the board
characteristics and microfinance performance. This research, therefore, considers board
structure to explain MFI TBL performance and fills the knowledge gap.
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Regarding the ownership type, it is crucial to understand the variance in performance influence
of MFIs holding various ownership forms (Servin et al., 2012). The review finds that research
on MFI ownership type is relatively slim, particularly in South Asia. Only a handful of studies
addressed the effect of ownership structure on MFI performance. Despite showing
contradictory results, the review indicates that available empirical studies linked MFI social
and financial performance dimensions to only two categories of ownership: for-profit with
banks and NBFIs and non-profit with NGOs and cooperatives (see Appendix 2). A few studies
(no = 4) have recently examined various MFI ownership indicators with the environmental
performance dimension (See, e.g., Allet, 2014; Allet and Hudon, 2015; Forcella and Hudon,
2016; Mia et al., 2018). Since the relative weights of MFIs vary across institutional types, it is
thus important to investigate whether MFIs with different ownership statuses influence their
TBL performance differently, which is a key consideration of this study.
Concerning the audit quality, some reviewed studies paid more focus on internal auditor
presence in the boardroom than external auditor choice as a proxy for measuring microfinance
audit quality (see Appendix 2). Hence, the selection of Big-4 auditors for audit quality has
received scant attention from microfinance governance scholars. There is no study on the
relationship between external auditor choice and MFI performance in the South Asian region.
The choice of external Big-4 audit firms is vital for MFIs to independently monitor the
management, minimise agency costs and raise funding from capital providers (Beisland et al.,
2018). This research, therefore, considers Big-4 auditor choice as a critical corporate
governance mechanism to examine MFI TBL performance and fill the void of literature. It also
considers examining the impact of capital structure on MFI TBL performance since the
literature on this topic in the South Asian context is limited and available empirical findings are
incongruent.
3.1.3.2 Theoretical Limitations of the Reviewed Studies
The systematic review findings suggest that many studies relied overly on agency theory to
recognize the monitoring role of MFI boards. A handful of studies used multiple theories that
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are important to understand other critical functions of boards. This thesis considers a multitheoretic framework using agency theory, resource dependence theory and stakeholder
theory to address the theoretical shortcoming of existing studies. These three theories will
help understand multiple functions of MFI boards and other corporate governance actors,
especially their role in monitoring and counselling the management, linking MFIs to external
resources and their responsibilities for stakeholders. More importantly, the stakeholder theory
will help the study understand if multiple stakeholders sitting in MFI boards influence the
demand side (e.g., MFI borrowers) of microfinance by considering firm CSR practices. A multitheoretical framework can address the gaps of economic-based agency theory by
incorporating other management theories and is suitable for recognising key corporate
governance mechanisms within a single frame (Christopher, 2010).
3.1.3.3 Methodological Limitations of the Reviewed Studies
Methodologically, the quantitative studies with panel data are not devoid of some limitations.
For example, most prior studies collected data from MFIs that are rated by third-party rating
agencies and the MIX Market database with high diamond ratings, thereby leaving out some
non-rated but large MFIs that also provide microfinance services to the poor. The exclusion of
these MFIs indicates sample selection bias. Although rated data are comparatively of better
quality, rating agencies do not always have data for all MFIs and all periods (Hartarska and
Nadolnyak, 2008; Lensink et al., 2018). This is because rating depends on MFIs’ affordability
and willingness to be rated. Therefore, MFIs that do not have third-party ratings but have low
diamond ratings from MIX Market can be included in a study sample to avoid sampling bias
and generalise the obtained results.
Furthermore, the review has also found that the latest year for data used by past empirical
studies on corporate governance-performance relationship is 2015. However, data after this
period are available on the MIX market database, which could also be used to extend the
dataset and make the empirical analysis more accurate and valid. Finally, past studies used
different panel data estimation techniques, which are not strong enough to address
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endogeneity problems. It is argued that corporate governance mechanisms, firm control
characteristics and outcome variables are endogenously determined (Filatotchev and Wright,
2017), meaning they influence each other. In this regard, GMM is a more robust and advanced
method to account for endogeneity problems. This research, therefore, attempts to address
the above methodological limitations.
3.1.3.4 Geographical Limitations of the Reviewed Studies
Concerning geographical context, the majority of the reviewed studies took place in multiple
countries. Accordingly, Africa, Latin America and Europe are the most studied regions, from
where researchers repeatedly collected data for empirical analyses (see Appendix 2).
Surprisingly, the Asian region and, more specifically, some south Asian countries such as
Afghanistan, Bangladesh and Pakistan have caught less scholarly attention. Therefore, the
current research considers sampling MFIs from these South Asian countries to address the
geographical boundary of reviewed studies. Since sampling drawn from multiple countries
helps compare and generalise the study results, conducting corporate governanceperformance research in South Asia — relatively an underexplored area — will lead to the
expansion of geographical coverage.

3.2. Theoretical Framework
3.2.1 Agency Theory
Agency theory is the mainstay of corporate governance research (Gaur et al., 2015). The
assumption of this economic theory lies mainly in conflicting interests between two contracting
parties - agents (managers) and principals (owners); the former relates to self-goal fulfilment
behaviours while the latter relates to profit maximisation. In other words, self-absorbed
managerial actions can be divergent from the value creation of owners given that managers
pursue their own goals at the cost of owners, which consequently results in agency problems
(Agrawal and Knoeber, 1996; Jensen and Meckling, 1976; Shleifer and Vishny, 1997b).
Hence, agency theory suggests principals establish an appropriate incentives system for the
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agent to limit divergences of interests and incur monitoring costs – also can be viewed as
corporate governance structures - to reduce the agent's self-serving behaviour (Jensen and
Meckling, 1976).
In microfinance, agency problem occurs when there is a divergence of interests between the
capital providers (e.g., donors, debt providers and equity investors) and MFI management
since managers may work towards the achievement of organisational mission but, at the same
time, seek non-pecuniary benefits. This problem is associated with agency costs that owners
bear to benefit from managers' professional services (Hartarska, 2005). Hence, corporate
governance is an effective control device for MFIs in minimising agency problems.
Accordingly, several effective corporate governance mechanisms, among others, can be
board structure, ownership structure, auditing, the market for corporate control (Hartarska,
2005; Keasey et al., 1997) and the audit committee (Klein, 2002).
While the agency theory is heavily slanted towards the board monitoring function, this
economic theory ignores directors’ other responsibilities in an organisation. Therefore, the
board's responsibilities can go beyond monitoring the management (Gaur et al., 2015), given
that a board can perform numerous roles in practice (Mccahery and Vermeulen, 2014). Thus,
more theories are needed to support this theory and understand the different types of human
demeanour.

3.2.2 Resource Dependence Theory
While agency theory explains corporate governance actors' role in controlling and monitoring
the management, resource dependence theory can better explain the counselling and
resource provisioning role of corporate boards in a firm. The theory suggests that firms depend
on external resources for growth and survival (Pfeffer, 1972). It provides insight into boards'
function in creating or maintaining a network for firms and linking firms to external resources
(Chakrabarty and Bass, 2014). This theory foresees that boards help firms secure access to
resources and provide their managers with advice and counselling (Gaur et al., 2015).
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In this regard, large and diverse boards can facilitate the firms’ access to external resources.
More specifically, firms with large and diverse boards can enjoy several benefits in gaining
external resources, including a) advice and counsel, b) communication channels, c) the human
capital of board members, and d) legitimacy (Hillman and Dalziel, 2003; Nguyen et al., 2015b;
Pfeffer and Salancik, 1978). Dalton et al. (1999) support this view and add that a larger board
size means more resources and expertise, while more competent board members mean
higher quality counsel and more resources. They also suggest that independent directors with
executive directors in the boardroom can play a vital role in providing resource-related
information to firms. It is stressed that by having non-executive directors (NEDs) on the board,
firms can earn valued resources such as information, skills, legitimacy and relationship that
minimise uncertainty (Khan et al., 2019).
Furthermore, Brennan (2006) postulates an organisation can achieve its social mission when
boards' size and diversity increase in acquiring essential resources. Resource dependence
theory is also important to understand microfinance governance since MFIs are mission-driven
organisations that rely on scarce resources provided by diverse groups of members sitting on
their boards. Thus, resources and opportunities are mainly provided by boards to firms through
information sets of directors, networks and linkages to other organisations (Goh and Gupta,
2015).

3.2.3 Stakeholder Theory
While agency and resource dependence theories support board members' role in monitoring
the management and providing essential resources to firms, stakeholder theory argues that
firms show their concurrent responsibility to multiple internal and external stakeholders
(Chakrabarty and Bass, 2014). These stakeholders are of various types, such as customers,
shareholders, employees and communities (Freeman, 1984). From the standpoint of
stakeholder theory, Freeman (1984) suggests firms and society are interdependent. Hence,
firms need to consider the interests of wider stakeholders. This theory opposes agency
theory's narrower view, which prioritises only shareholder interests (Gaur et al., 2015). There
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has recently been a substantial change in agency theory's narrow perspective, and scholars
point out that firms nowadays are responsive to the interests of various stakeholders in society
(Donaldson and Preston, 1995).
Stakeholder theory is also appropriate to bridge a connection between MFIs and their various
groups of stakeholders. For example, microfinance clients/borrowers are the main
stakeholders whose social wellbeing, financial health and overall poverty alleviation are the
main priorities of MFIs as part of their developmental goals. On the other hand, MFIs need to
meet capital providers' interests (i.e., donors, depositors, debt and equity holders and other
social investors) who invest their capital for profits and social outreach. Therefore, governance
mechanisms ensure microfinance fund providers that their funds are used for the intended
purpose (Hartarska, 2005). It is also necessary to note that MFIs are more likely to be
stakeholder-centric since a large number of these firms identify themselves as non-profit
organisations. Their boards consist of various stakeholders with diverse skills and experiences
who are committed to organisational sustainability. Accordingly, firms and their boards are
influenced by inside and outside stakeholders (Chakrabarty and Bass, 2014). This theory's
primary assumption is that a larger board and more experienced members are positively
associated with firm performance and can serve various stakeholders' interests (Gaur et al.,
2015).

3.3 Conceptual Framework
A conceptual framework is “[An explanation], either graphically or in narrative form, [of] the
main things to be studied—the key factors, concepts, or variables—and the presumed
relationships among them” (Miles et al., 2014, p. 20). It guides an empirical investigation by
logically integrating and portraying ideas or concepts based on theoretical conjectures
(Rudestam and Newton, 2014). It helps identify the necessary data and select appropriate
data analysis techniques for the outcomes of an empirical investigation (Miles et al., 2014;
Rudestam and Newton, 2014). In a quantitative study, researchers develop a conceptual
framework that presents a cause and effect relationship between concepts or variables.
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Consistent with research objectives and theoretical framework, this study develops a
conceptual framework that proposes a direct impact of internal and external corporate
governance mechanisms on MFI TBL performance (see Figure 3.5). More specifically, it
illustrates the effect of board characteristics, ownership types, audit quality and capital
structure on sustainability-level performance dimensions of MFIs in South Asian countries.
The board characteristics entail board size, board gender diversity, board independence and
CEO duality. Ownership types include NGO ownership, cooperative ownership, bank
ownership and NBFI ownership. While audit quality consists of the Big-4 auditor choice, the
capital structure uses debt to equity structure. Furthermore, the framework comprises some
control characteristics such as regulation, MFI size, MFI age, year dummies and country
dummies. The TBL performance has three variables, including financial performance, social
outreach performance and environmental performance.
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Corporate governance mechanisms
Board Characteristics
LnBSIZE (H1a, H1b,
H1c)
BGD (H2a, H2b, H2c)
BDIND (H3a, H3b, H3c)
CEODL (H4a, H4b, H4c)
Ownership Structure
NGO (H5a, H5b, H5c)
COOP (H6a, H6b, H6c)
Bank (H7a, H7b, H7c)
NBFI (H8a, H8b, H8c)
Audit Quality
Big-4 AUD (H9a, H9b,
H9c)
Capital Structure
DER (H10a, H10b, H10c)

Financial Performance
ROA
OSS
MFI TBL Performance

Social Performance
LnNAB
LnALB/GNI
Environmental Performance
EPI

Control Variables
REG
LnMFS
MFAGE
CEODL

Figure 3.5: Conceptual Framework on Corporate Governance Mechanisms and TBL Performance of MFIs
Notes: The notations are defined as follows: LnBSIZE = the natural logarithm of board size; BGD = board gender diversity ; BDIND = independent and non-executive directors;
CEODL = CEO duality; NGO = non-governmental organisation; COOP = credit union/ cooperative organisation; BNK = shareholder banking organisation; NBFI = non-banking
financial institution; Big-4 AUD = Big-4 audit company or their associate partner; DER = debt to equity ratio; ROA = return on assets; OSS = operational self-sufficiency; LnNAB
= the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age. H stands for hypothesis.
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The framework proposes the environmental bottom line as a new dimension of microfinance
sustainability performance. Integration of environmental proxy variable with existing
performance measurements for MFIs has become an academic debate (Allet, 2014; Allet and
Hudon, 2015; García-Perez et al., 2017; García-Pérez et al., 2018; Hall et al., 2008; Mia et al.,
2018; Rippey, 2012). As discussed in the systematic literature review, almost all studies on
microfinance governance and performance have investigated financial and social dimensions.
These two dimensions do not exclusively capture MFI sustainability. Therefore, incorporating
social, financial and environmental aspects into one framework can provide a broader
spectrum of MFI sustainability.
As stated before, the study builds on multiple theories (i.e., agency theory, resource
dependence theory and stakeholder theory) for framing the association between various
corporate governance actors and MFI sustainability performance dimensions. The conceptual
framework points out that the governance arrangements of MFIs should not be oriented to
safeguarding shareholders’ interests only. They should also strive to benefit all important
internal and external stakeholders involved in the focal firm (Freeman, 1984). Furthermore, as
an apex body of MFIs, the board should be responsible for allocating resources effectively
(Pfeffer and Salancik, 1978). Hence, the complementarities of multiple theoretical paradigms
can challenge one dominant theory to explain how different corporate governance actors
shape MFI sustainability performance.
Based on this conceptual framework, the study develops relevant hypotheses in the
subsequent section for an empirical investigation.

3.4 Hypotheses Development
3.4.1 Board Characteristics and TBL Performance of MFIs
Characteristics of boards are some important corporate governance mechanisms for
researchers to define the boards. These mechanisms may influence the institutional outcomes
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of MFIs. Therefore, several hypotheses developed from theories to predict the relationship
between board characteristics and MFI TBL performance are discussed below.
3.4.1.1 Board Size
Board size is one of the important corporate governance mechanisms for monitoring and
counselling the management of firms. Board size refers to the number of directors serving in
the boardroom. The optimal length of boards in for-profit and non-profit entities has been a
perennial debate among scholars. The supporters of agency theory favour small board size
for the effective functioning of directors. For example, Jensen (1993) advocates that small
boards can improve their corporate performance. He argues that boards with more than seven
or eight members are less effective in their functions and are easier for the CEO to control.
Similarly, Lipton and Lorsch (1992) argue that it becomes more difficult for directors to express
their ideas and opinions in a limited available time when a board's size exceeds ten members.
Yermack (1996) also suggests that CEOs receive a threat of dismissal from smaller boards
for poor performance and that this threat of dismissal declines as board size increases. In
contrast, the scholars from resource dependence theory and stakeholder theory perspectives
favour large boards for external linkage (Dalton et al., 1999; Pfeffer and Salancik, 1978) and
stakeholders' interests (de Andrés-Alonso et al., 2009). Hence, a large board brings greater
diversity and stakeholder representation to contribute to the firm performance
Empirical governance studies in the microfinance domain have produced fragmented results
on the relationship between board size and MFI performance. For example, Van Damme et
al. (2016) found an inverse relationship between board size and the financial efficiency of Sri
Lankan MFIs. This finding is in line with Gohar and Batool (2015), who found a negative impact
of board size on MFI economic and social performance in Pakistan. By contrast, Hasan et al.
(2018) found no relationship between board size and MFI financial performance in
Bangladesh. On the other hand, the empirical evidence of Kyereboah-Coleman and Osei
(2008) shows that board size increases profitability but decreases the social outreach
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performance of Ghanaian MFIs. Bassem (2009) found that large boards improve the financial
and social performance of MFIs in Mediterranean countries. However, Mersland and Strøm
(2009) and Thrikawala et al. (2016a, 2017) found no significant impact of board size on MFI
financial and social performance for global and South Asian MFIs.
Conversely, Shettima and Dzolkarnaini (2018) reported a positive impact of board size on
Nigeria's MFI performance. Hartarska and Mersland (2012) found that MFI efficiency in
reaching the poor increases with the board size of nine directors but decreases when it
exceeds that number. The literature review reveals inconclusive findings of past studies and
a lack of research on board size and MFI environmental performance, thus calling for more
investigation on board size and MFI performance-relationship. It is worth noting that an inverse
or no relationship between board size and MFI performance found by some authors in South
Asian countries indicates that large boards are not effective. This association also goes
against the agency theoy perspective. Therefore, based on the above discussion and agency
theoretical framework, this research proposes the following hypotheses.
H1a: Board size negatively impacts the financial performance of MFIs in South Asia.
H1b: Board size negatively impacts the social performance of MFIs in South Asia.
H1c: Board size negatively impacts the environmental performance of MFIs in South Asia.
3.4.1.2 Board Gender Diversity
Board gender diversity is another critical debate in the domain of corporate finance. For more
than a decade, this debate has been taken into account by the government, academic
research, and the public (Marinova et al., 2015). Gender diversity refers to the mix of men and
women in the boardroom. Various authors have shown their miscellaneous views on board
gender diversity.
For instance, using accounting and market-based measures for 3876 firms in 47 countries and
controlling a series of corporate governance mechanisms, Terjesen et al. (2015) found that
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more women directors led to higher corporate performance. Authors stress that female
directors are more risk-averse than male directors, and they do more internal monitoring, for
which the firm's efficiency increases (Augustine et al., 2016). Further, the team performance
might be improved by women's presence in the boardroom because more diverse teams
consider a more significant number of viewpoints and consequently make better decisions
(Lückerath-Rovers, 2013). These better decisions, in due course, may result in higher value
and performance of business firms (Carter et al., 2003). Therefore, more women on boards
mean better financial results (Reguera-Alvarado et al., 2015). However, some other studies
(e.g., Carter et al., 2010; Farrell and Hersch, 2005) presented a negative or no association
between women board members and firm performance.
In the microfinance context, the international CG principles suggest board gender diversity is
one of the key attributes of MFI governance (BBVA, 2011; CMEF, 2012). However, there exist
a handful of empirical studies, which also present paradoxical evidence when determining the
effect of board gender diversity on MFI performance. For example, Hartarska (2005) and
Bassem (2009) confirmed that more female directors on the board help MFIs perform better
in terms of social outreach, despite they do not significantly influence the financial
sustainability of MFIs. Mersland and Strøm (2009) concluded that women CEOs were
negatively associated with the outreach performance of global MFIs but positively associated
with their financial performance. The argument is that board gender diversity is paramount for
improved MFI performance. Chakrabarty and Bass (2014) found that MFIs with female
representation on boards are better able to lower their operating costs at the bottom of the
pyramid (BOP). In contrast, Mori (2014) found no association between women directors and
the performance of African MFIs.
In the South Asian market context, there also exist inconclusive empirical findings on this
relationship. The evidence suggests that the proportion of female directors on boards
positively influence the financial performance of Indian MFIs (Vishwakarma, 2015). Similarly,
It was found that female CEOs improve the operational self-sufficiency of MFIs in the South
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Asian region (Saeed et al., 2018). However, Thrikawala et al. (2016a) found a significant
negative effect of women directors on the financial and social (breadth of outreach)
performance of Sri Lankan MFIs. These authors concluded that women directors in Sri Lanka
remain busy with family commitments and responsibilities. Hence their effect on MFI
performance is likely to be minimal. In contrast, Gohar and Batool (2015) used a sample of 25
MFIs in Pakistan and found no influence of gender diversity on economic performance but a
positive impact on social outreach performance. More recently, Bibi et al. (2018a) have found
no clear impact of female board members on the technical efficiencies of South Asian MFIs.
Therefore, prior empirical results about the relationship between board gender diversity and
firm performance are incongruent, although most studies have found a positive connection
between these two variables. Contradictory empirical evidence on the relationship between
women directors and the performance of MFIs requires more research in this field.
In the traditional banking field, evidence suggests that default rates are significantly lower
when female officers handle the loans since they want to increase banks' capital (Beck et al.,
2013). This is possible due to female directors' strong monitoring incentives (Almazan and
Suarez, 2003). In the non-financial sector, Muttakin et al. (2012) reported a significant positive
relationship between female directors and firms’ performance in Bangladesh by comparing
them with their male counterparts. A study by Nguyen et al. (2015b) on South-East Asian stock
exchange-listed companies proposes that female directors' presence in boardrooms may
matter for leadership style and risk-taking, which result in the effects of firm performance. Liu
et al. (2014) earlier confirmed a very similar result on the association between board gender
diversity and firm performance in China. If the company performance depends on the gender
of directors, then female directors appear to be different from their male counterparts regarding
behaviour and personal characteristics. If such is the case, it is then assumed that female
board members may affect the performance of MFIs in South Asia.
Agency, resource dependence, and stakeholder theories also support diversity in the board.
Agency theory predicts that women directors are better at monitoring management and
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making corporate decisions (Erhardt et al., 2003). Past empirical evidence also suggests that
the monitoring intensity of gender-diverse boards increases when women participate more in
board meetings and are more likely to join monitoring committees than men (Adams and
Ferreira, 2009). Resource dependence theory postulates that women directors increase firms’
legitimacy and have greater connections with the external environment (Carter et al., 2010;
Lückerath-Rovers, 2013). Taking the agency and resource dependence theoretic views,
Nguyen et al. (2015b) found that gender diversity has a positive influence on board
effectiveness, leading to improved financial performance. Stakeholder theory views that
women can encourage boards to develop effective stakeholder management by satisfying a
broad spectrum of clients’ expectations (Hussain et al., 2018).
Given that gender diversity provides boards with diverse viewpoints and new ideas, women
directors may contribute to MFI outcomes. Strøm et al. (2014) argue that MFIs are remarkable
in that they recruit more female leaders and directors as compared to other firms in advanced
economies. Female directors may enhance microfinance social mission as they are better able
to grasp the attention of female borrowers as the main clientele of MFIs. In light of these
arguments and theoretical framework, it is expected that MFIs can enjoy several beneficial
effects

of

gender-diverse

boards

including

monitoring,

counselling,

knowledge,

communication, and skills. Based on the positive empirical findings of past studies and
theoretical perspectives on gender diversity, this research proposes the following
hypothesises:
H2a: Gender diversity positively affects the financial performance of MFIs in South Asia.
H2b: Gender diversity positively affects the social performance of MFIs in South Asia.
H2c: Gender diversity positively affects the environmental performance of MFIs in South Asia.
3.4.1.3 Board Independence
Directors’ independence from the perspective of agency theory and resource dependence
theory is a critical characteristic of corporate boards to provide firms with independent
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monitoring of the management and access to a greater variety of resources (Thrikawala et al.,
2013). This means that boards with a higher percentage of outside/independent directors can
effectively monitor and control agents' actions. Independent board directors are also better
able to safeguard a firm against the misappropriate use of resources without having their direct
affiliation to and interest in the organisations (Mori et al., 2015). This contributes to lower
agency problems but organisations' higher performance (Fama and Jensen, 1983).
Furthermore, new skills and competencies possessed by outside/independent directors may
be instrumental in obtaining organisational goals (Brown and Guo, 2010; Zahra et al., 2009).
Stakeholder theory also supports the assumption that independent directors can positively
influence the corporate social performance of MFIs since they are free from the pressure of
managers and shareholders. They are closely connected with stakeholders and being external
to the institutions they have a better knowledge of stakeholder expectations (Fernndez-Gago
et al., 2016; Hussain et al., 2018).
The empirical link between board independence and MFI missions is limited but growing. Also,
the available literature presents competing results on this relationship. For example,
Hartarska (2005) found that MFI boards with a greater proportion of unaffiliated directors
achieve better results suggesting that board independence should be promoted. Similarly,
Kyereboah-Coleman and Osei (2008) reported a positive influence of independent/nonexecutive directors on MFI profitability and outreach. In a recent study, Mori et al. (2015) also
noted an improved social outreach impact of MFI board independence. These empirical
findings support the argument that board independence effectively explains MFI performance
since independent directors possess better management monitoring skills. On the contrary,
Thrikawala et al. (2016a) did not find any significant impact of independent external directors
on MFI performance, particularly in the South Asian region, suggesting that internal directors
are better aware of MFI operational activities.
Since the microfinance industry is highly dependent on external resources to serve a vast
number of borrowers, independent directors in the boardroom can fulfil such requirements of
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MFIs. It is recommended by CMEF (2012) that MFIs should aim to involve independent
directors who can bring skills and objectivity. Also, fragmented empirical findings point to the
need for further research on the connection between board independence and MFI
performance, especially from the sustainability perspective. Hence, based on theoretical
presumptions and the results of some empirical studies on the positive performance effect of
MFI board independence, this research draws on the following hypotheses:
H3a: Board independence positively influences the financial performance of MFIs in South
Asia.
H3b: Board independence positively influences the social performance of MFIs in South Asia.
H3c: Board independence positively influences the environmental performance of MFIs in
South Asia.
3.4.1.4 CEO Duality
One of the most hotly debated issues in the corporate finance literature is CEO duality
considering whether it is better for corporations (Chen et al., 2008). Duality means if one
person is holding two positions in an organisation, such as the CEO and chairman (Azeez,
2015). From the agency theory perspective, scholars posit that boards' impartiality is
compromised when the CEO holds the chair's position on the board (Donaldson and Davis,
1991). CEO duality also weakens the board monitoring on managers' self-interest behaviour
(Nguyen et al., 2014). This implies that under the CEO dual role, board members are less
independent because the CEO exercises power and authority over the board. Duality also
increases the information asymmetry between board members and the CEO (TchakouteTchuigoua, 2015a). Further, a chairperson cannot evaluate, compensate, hire and fire the
CEO if both positions are merged (Jensen, 1993). A CEO with a chairman role becomes more
entrenched (Hermalin and Weisbach, 1998) and exercises managerial discretion for private
benefits (Tchakoute-Tchuigoua, 2015a).
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Empirical evidence on the association between CEO duality and firm performance is
paradoxical. The supporters of CEO duality suggest that dual leadership is better than
separate leadership regarding processing costs, transmission and lower information
acquisition since CEOs collect unparalleled firm-specific information through administering the
day to day activities of firms (Yang and Zhao, 2014). Jizi et al. (2014) found a positive effect
of CEO duality on firms’ CSR disclosure. Similarly, Walls et al. (2012) documented that firms'
environmental performance suffers in the absence of CEO duality. In contrast, Hussain et al.
(2018) found a negative influence of CEO duality on firms' economic and environmental
sustainability but no effect on social sustainability performance.
In microfinance, Strøm et al. (2014) discovered that CEO duality is more common in MFIs than
internal audits when women hold leadership positions. Mersland and Strøm (2009) suggest
that a female leader with dual roles can improve MFI financial and social performance. These
authors do not agree whether the CEO's non-duality leads to better governance of MFIs
(Thrikawala et al., 2013). However, Kyereboah-Coleman and Osei (2008) found a negative
performance effect of CEO duality, suggesting that the separation of CEO and chairman
positions can increase profitability and outreach of MFIs because it mitigates the conflict
between principal and agent. Hartarska and Mersland (2012) also reported a negative effect
of CEO/chairman duality on MFI efficiency. Therefore, MFIs may experience sub-optimal
performance when their CEOs also chair the boards.
Authors also argue that CEOs with two roles enjoy more power in microfinance NGOs which
can ultimately result in risky decisions (Galema et al., 2012a). This is because a board
chairperson who also holds a CEO position often controls the board agenda and decisions,
thereby exacerbating board effectiveness in monitoring managerial activities. This situation
signals the presence of decision management and decision control in the hand of one person.
It is, therefore, suggested that a firm to be well-managed and to reduce agency conflicts should
separate the tasks of decision management and decision control (Fama and Jensen, 1983).
Decision management involves the CEO’s responsibility to initiate and execute the strategic
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decisions, while decision control involves the board’s responsibility to approve and monitor
the decisions of the CEO.
In the South Asian market context, Gohar and Batool (2015) found that CEO duality
contributes negatively to productivity, financial performance and social outreach of Pakistani
MFIs. Similarly, Saeed et al. (2018) found that CEO duality increases operating costs but
decreases the profitability of MFIs in South Asia, concluding that duality does not favour MFIs
in this region. Thrikawala et al. (2016a) and Van Damme et al. (2016) also found a negative
effect of CEO duality on MFI performance in Sri Lanka. However, Hasan et al. (2018) found
that CEO duality positively influences MFI financial performance in Bangladesh and suggest
further research on this subject, especially with the social outreach of MFIs. Clearly, prior
empirical evidence on CEO duality's negative performance impact is consistent with agency
theoretical rationale which points out a separation between the two positions. Thus, this study
develops the following hypotheses:
H4a: CEO duality negatively affects the financial performance of MFIs in South Asia.
H4b: CEO duality negatively affects the social performance of MFIs in South Asia.
H4c: CEO duality negatively affects the environmental performance of MFIs in South Asia.

3.4.2 Ownership Types and TBL Performance of MFIs
Several ownership types of MFIs are actively involved in microfinance services to the poor
(Gaur et al., 2015). They are known as NGOs, cooperatives, commercial banks and NBFIs
(Servin et al., 2012). Since MFIs hold different ownership types, their performance impact can
vary accordingly. They use various technologies (Wijesiri, 2016). They also differ in terms of
their governance and agency problems (Gupta and Mirchandani, 2019). Hence, MFI
ownership types matter for institutional performance (Mersland and Strøm, 2009). Since these
organisations are heterogeneous in their legal forms, it is appropriate to consider examining
their effect on TBL performance. These ownership types are explained below.
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3.4.2.1 NGO Ownership Type
MFIs with NGO ownership status are the institutions registered as non-profit for tax purposes
or some other legal charters. In an NGO microfinance firm, ownership cannot be legally
claimed by any particular individual or group or receive residual earnings from it (Mersland
and Strøm, 2009). Therefore, NGOs are pro-poor entities with no owners (TchakouteTchuigoua, 2018). Their financial services are typically more restricted, which do not include
the offering of savings for clients. Usually, they are not regulated or supervised by a banking
authority (Galema et al., 2012a). The customers of these organisations are also typically
unbanked.
To find a causal link between governance and performance of MFIs, some authors have used
NGO as an important MFI ownership type. However, their study findings are inconclusive. For
example, Hartarska (2005) conducted a study on governance, outreach and sustainability
performance of MFIs in Central and Eastern Europe and the Newly Independent States. Her
findings suggest that MFIs with NGO ownership type do not significantly affect the breadth of
outreach and financial performance but significantly negatively influence MFI depth of
outreach performance. She means that NGOs have weaker governance structures, and
hence, their financial performance is poor. Similarly, Galema et al. (2012a) found no
relationship between NGO ownership and MFI profitability, measured as ROA.
In contrast, Estapé-Dubreuil and Torreguitart-Mirada (2015) found that MFIs with NGO legal
status have a significantly positive effect on the breadth of outreach. This finding is also in line
with a recent study on the governance of global MFIs conducted by Gupta and Mirchandani
(2019). The authors of the study have found a significant influence of NGOs on MFI breadth
of social outreach performance and financial sustainability. These authors claim that MFIs with
NGO status are better at reaching more clients and covering costs through internally
generated income. Furthermore, Mia et al. (2018) have recently found a positive and highly
significant association between NGOs and greenhouse gas emission (GHG) in East Asia.
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They postulate that the clients of NGOs damage the environment by increasing greenhouse
gas emissions (GHG).
On the other hand, Allet and Hudon (2015) explored the determinants of MFI environmental
performance. Their study's results present a significantly positive influence of MFIs with NGO
legal status on their environmental performance. Their research attempted to determine
whether different ownership types of MFIs can utilize various protective measures for
safeguarding the environment. Based on their study results, the authors conclude that NGOs
are actively engaged with their clients for environmental protection. Since NGOs are more
client-centric and less profit-seeking, as prior study findings suggest, their focus lays more on
financial inclusion and client welfare. Based on the stakeholder theoretical underpinning, it can
also be argued that the NGO type MFIs aim to fulfil the requirements of their customers as a
wider stakeholder group in society. Given this reasoning and the theoretical assumption, the
study draws on the following hypotheses.
H5a: The NGO ownership status of MFIs negatively affects financial performance in South
Asia.
H5b: The NGO ownership status of MFIs positively affects social performance in South Asia.
H5c: The NGO ownership status of MFIs positively affects environmental performance in
South Asia.
3.4.2.2 Cooperative/Credit Union Ownership Type
Similar to NGOs, credit cooperatives or credit unions are regarded as non-profit but memberbased financial service providers. For their members' benefit, credit cooperatives may offer
various financial services, including lending credit and accepting deposits. A banking authority
may not regulate these institutions, but they are supervised and monitored by the regional or
national cooperative council. As the forerunners for poverty alleviation, financial cooperatives
notably deliver financial services to the poor in society at large by granting small
uncollateralized loans and mobilising saving deposits (Abate et al., 2014).
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Cooperative MFIs hold a diluted ownership structure, which fosters managerial discretion and
increases agency costs (Barry and Tacneng, 2014). The agency costs stem from the conflicts
between cooperators and clients or fund suppliers and fund users. The managers of
cooperatives are not subject to strong control because of the “one person, one vote” principle,
which weakens the decision making power of cooperators who hold more shares in the
company (Tchakoute-Tchuigoua, 2010). However, having one category of residual claimants
can minimise the agency conflicts, and therefore agency costs, and improve the performance
of cooperatives (Tchakoute-Tchuigoua, 2010). It is also worth noting that cooperatives are
mutual organisations that take the responsibility of meeting the needs of various stakeholders
in society. From this perspective, the cooperative MFIs would be more stakeholder-centric as
per the stakeholder theoretic framework.
The literature on the relationship between cooperative legal status and MFI performance is
scant but growing. Indeed, some studies have made an effort to find whether credit
cooperatives influence their performance in terms of profitability and social outreach
performance. For example, Galema et al. (2012a) conducted a study on CEO power and
performance of global MFIs. They found an inverse correlation between cooperative MFIs and
their financial performance. Gupta and Mirchandani (2019) have recently reported a significant
positive relationship between cooperative MFIs and their social outreach performance. They
conclude that credit cooperatives, similar to NGOs, are socially oriented MFIs, which have
higher customer outreach than commercially oriented MFIs. However, Tchakoute-Tchuigoua
(2010) found slightly different results from his analysis. He conducted a study on performance
differences among NGOs, cooperatives and private banks using a sample of 202 global MFIs.
His study findings suggest that cooperative MFIs are better in financial and social performance
than private companies. He concludes that cooperative MFIs collect deposits from their
members as a major component of their funding structure to remain financially sustainable
and increase social outreach.
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Regarding the environmental impact, Allet and Hudon (2015) did not find much influence of
cooperatives on environmental performance. These authors conclude that the limited effect of
cooperatives on environmental performance depends on the willingness and interest of their
members to deal with environmental issues. This evidence is in line with a study by Mia et al.
(2018), who found no significant effect of cooperatives on environmental performance.
Given the above study findings and the stakeholder theoretical perspective, this study
develops the following hypotheses.
H6a: The cooperative ownership status of MFIs positively affects financial performance in
South Asia.
H6b: The cooperative ownership status of MFIs positively affects social performance in South
Asia.
H6c: The cooperative ownership status of MFIs positively affects environmental performance
in South Asia.
3.4.2.3 Bank Ownership Type
Bank ownership status refers to the financial service providers (public or private financial
organisations) which are regulated by a state banking authority. A bank can offer its clients a
wide range of services such as lending microcredit, accepting deposits, money transfer and
payment services. Microfinance banks are primarily controlled by their shareholders (Mersland
and Strøm, 2009). Hence, an MFI with the banking ownership status always seeks to increase
profits and distributes these profits to its shareholders. This view implies that maximizing
shareholder wealth is the main objective of a microfinance bank (Tchakoute-Tchuigoua,
2010).
As per the agency theoretical underpinning, microfinance bank management is separated
from the control (Fama and Jensen, 1983). This is because shareholders mainly control the
organisation and are free to distribute their profits (Mersland, 2009). Furthermore, banks,
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similar to non-banking firms, are regulated by a banking authority and benefit from superior
governance (Servin et al., 2012). Therefore, being regulated institutions, microfinance banks
receive strict monitoring and control from regulators and remain compliant with regulatory
requirements. For example, some regulatory agencies require banks to obtain certified audits
and/or ratings from international rating agencies and to produce accurate, comprehensive,
and consolidated information on the full range of their activities and risk management
procedures (Barth et al., 2006).
In addition to the regulatory supervision and monitoring, shareholders can also monitor banks'
operations and performance and influence their policy through investors’ monitoring ability.
Therefore, executives, particularly CEOs, cannot insulate themselves from regulators and
shareholders' restrictions (Luo, 2015). Since banks are shareholding firms, their main goal is
to enhance economic performance to allocate profits to their shareholders (Marconatto et al.,
2016; Mersland and Strøm, 2009). This indicates that microfinance banks are more
commercially oriented than other MFIs. On the other hand, the resource dependence theory
posits that outside shareholders bring managerial know-how, leading to improved disclosure
or transparency of banks. Stakeholder theory also supports banks’ social responsibility for
clients and environmental management practices.
Based on theoretical reasoning and empirical findings, this study draws on the following
hypotheses.
H7a: The banking ownership status of MFIs positively affects financial performance in South
Asia.
H7b: The banking ownership status of MFIs negatively affects social performance in South
Asia.
H7c: The banking ownership status of MFIs positively affects environmental performance in
South Asia.
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3.4.2.4 NBFI Ownership Type
Similar to microfinance banks, NBFIs are known as commercially oriented organisations. They
are also called privately-owned MFIs. Their main goal is to earn and distribute profits to
shareholders while at the same time reaching out to the poor communities with microfinance
services. However, NBFIs are not registered as banks; hence they do not operate purely as
banks, and some of them cannot offer banking services (Bayai and Ikhide, 2018) such as
deposits and insurance services (Liñares-Zegarra and Wilson, 2018). They are also regulated
under a different category. Hence, they hold some differences from banks and other MFI
ownership types.
As per the principal-agent (agency theory) framework, collective decision-making and the
separation of ownership and control lead to different agency costs (Gupta and Mirchandani,
2019). Therefore, an NBFI or any other form of microfinance ownership bears these costs
(Mersland, 2009). It is worth mentioning that shareholders of NBFIs possess a significant stake
and, as such, exercise control power. They often require information disclosure before making
an investment decision with these firms. Therefore, NBFIs must act according to their investors
since they put more weight on shareholders wealth. Furthermore, similar to banks, NBFIs also
come under regulatory pressure to increase transparency, thus reducing information
asymmetry between shareholders, borrowers, and firms.
Despite some scholarly efforts made in examining the impact of for-profit ownership on MFI
performance, it appears as a surprise that a salami slice of research has been undertaken on
NBFIs by scholars in the microfinance field. NBFIs are regarded as informal financial
intermediaries due to the nature of their operations and target customers, whereby they are
exposed to a much higher level of risk (Ofoeda, 2017). To minimise the risk profiles and
enhance corporate performance, NBFIs come under the central bank's monitoring and
supervision to adopt suitable corporate governance structures. Therefore, this study
investigates whether MFIs with NBFI ownership status influence their various performance
dimensions. This is to add the perspective of the NBFI ownership to the governance debate.
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In addition to the scant literature, existing studies on the relationship between NBFI ownership
and institutional performance of MFIs have produced contradictory results. For example, a
study by Hartarska (2005) found that NBFI ownership does not influence financial performance
but negatively and significantly influence the social performance of MFIs in Europe. Similarly,
Mersland (2009) found a lower-cost efficiency of shareholding MFIs (combining both banks
and NBFIs) than cooperatives and NGOs from a global perspective. In contrast, no differences
exist between shareholding MFIs and NGOs when affecting their social (Mersland and Strøm,
2008a) and financial performance (Bakker et al., 2014; Mersland and Strøm, 2009).
Furthermore, Allet (2015) found no association between NBFI legal status and environmental
performance of European MFIs. In contrast, Mia et al. (2018) reported a negative relationship
between NBFI ownership and greenhouse gas emission of Southeast Asian MFIs, concluding
that NBFIs prioritize environmental safety for sustainable development.
It is noteworthy that similar to various other geographical regions, many MFIs in South Asia
have transformed their ownership status from NGOs to NBFIs. This is because they want to
remain independent from donor funding, attract investment from commercial investors and
improve their corporate governance structure (D’Espallier et al., 2017). Thus, it is argued that
transformation has led these MFIs to shift from their poverty outreach objective to the profit
maximisation objective (Wijesiri, 2016). Scholars also suggest that NBFIs like banks may tend
to focus more on financial performance than social performance due to their funding structures
and the pressure from commercial owners and regulators (Galema et al., 2012a; Mersland,
2009). Albeit being profit-motivated, these organisations' shareholders are also interested in
accomplishing their social mission (Estapé-Dubreuil and Torreguitart-Mirada, 2015). This may
support the premise of stakeholder theory that shareholding firms (henceforth NBFIs) are
responsible for their clients as key stakeholders.
However, based on the above arguments and the agency theoretic view, it is presumed that
NBFIs strive to achieve their economic goal in preference to social and environmental goals.
Hence, this research draws on the following hypotheses.
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H8a: The NBFI ownership status of MFIs positively influences financial performance in South
Asia.
H8b: The NBFI ownership status of MFIs negatively influences social performance in South
Asia.
H8c: The NBFI ownership status of MFIs negatively influences their environmental
performance in South Asia.

3.4.3 Audit Quality and TBL Performance of MFIs
3.4.3.1 Big-4 External Audit
According to the OECD corporate governance principles, “An annual audit should be
conducted by an independent, competent and qualified, auditor to provide an external and
objective assurance to the board and shareholders that the financial statements fairly
represent the financial position and performance of the company in all material respects”
(OECD, 2004, p. 54).
Audit quality means an auditor's ability to identify and report accounting misstatements
unravelled in the process of an audit without fear or favour (Mohamed and Habib, 2013;
Sarhan et al., 2019). In this case, external auditor choice is an important governance
mechanism for an independent financial statement audit. More specifically, hiring a Big-4 audit
company can provide higher audit quality, leading to better financial reporting quality. Auditors
with higher audit quality assure a faithful reflection of a firm’s underlying economics in the
financial statements (DeFond and Zhang, 2014). It is generally accepted that despite larger
audit firms (i.e., Big-4 auditors) being more costly (Hay et al., 2006), they can provide a better
audit quality (Alfraih, 2017) and more effective monitoring. This is because big audit firms have
several characteristics: they have adequate resources available, they are more independent
of their clients, they hold a greater control system, loss of reputations can put their business
at risk, they have to bear a significant amount of costs in case of audit failure (DeAngelo, 1981)
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and finally, they spend more time and effort in every audit meeting since they charge higher
audit fees (Francis, 2004).
From an agency theoretical perspective, owners (principals) choose to contract external
auditors

because

they

provide

independent

opinions

(Pucheta-Martínez

et

al.,

2019). Accordingly, companies hire big four auditors to disclose transparent financial and nonfinancial (i.e., social and environmental) information, maintain their reputation and avoid
accounting errors in the financial statement. Using a large sample of firms from eight East
Asian emerging countries, Fan and Wong (2005) discovered that companies are more likely
to hire Big-5 (at present Big-4) auditors if they are prone to greater agency conflicts. It is argued
that a high level of audit quality minimises agency conflicts and information asymmetries
between the company and its debt and equity holders (Hope et al., 2008; Jensen and
Meckling, 1976). Therefore, this research considers the agency theoretical framework to
investigate the effect of big-4 audit firm choice on MFI TBL sustainability performance.
Pucheta-Martínez et al. (2019) also used agency theory to understand the CSR effect of Big4 audit firms for Spanish non-financial listed companies.
The microfinance industry has also realised the need for high-quality auditing of annual
financial statements through big audit firms. One important reason for an MFI’s decision over
hiring a Big-4 external auditor is to attract funding for business operations from social and
commercial investors (i.e., donors, commercial banks, government agencies and subsidised
debt providers), who often require transparent accounting information. Hence, auditor choice
matters for MFIs when it comes to fundraising opportunities (Beisland et al., 2018).
Furthermore, internal auditors' audit reports may hold accounting errors requiring an
independent audit check to make these reports transparent and convincing to the capital
providers. Besides, MFI fund providers are also regarded as the organisation’s principals who
can monitor firm performance using accounting information from financial reports, with
external auditing to lessen accounting ambiguity. Therefore, in the similar vein of for-profit
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organisations, non-profit entities can consider accounting and auditing as monitoring devices
(Ahmed and Khan, 2016).
A small number of empirical studies were conducted on external audit quality and MFI
performance, but they have generated fragmented results. For example, in her research on
microfinance governance, Hartarska (2005) used external auditor choice as a key corporate
governance mechanism and connected it to a set of MFI performance measurements. She
found a positive influence of external audits on the financial performance but no impact on the
social performance of European MFIs. However, another study by Hartarska (2009) found no
significant influence of external audit firms on the performance of global MFIs. The author
concludes that the external audit is not as effective as other corporate governance
mechanisms to explain MFI performance.
In contrast, Beisland et al. (2014) made some extra efforts to examine the relationship
between audit quality and MFI governance and performance. Using Big-4 external auditor
presence in the boardroom, they found that the variable is significantly positively related to
MFI rating performance, concluding that the Big-4 auditor choice is highly relevant for MFIs to
increase their rating scores. On the other hand, Nihel and Younes (2015) found a negative
influence of external Big-4 auditors on financial performance but no effect on the social
performance of MFIs in Africa. Therefore, limited research and mixed empirical evidence on
audit quality and MFI performance require further research.
There is also heightened pressure from public authorities on companies in South Asian
countries to practice quality auditing of their accounting reports. For example, policymakers
and regulatory bodies in different countries of the region have taken some measures to
improve firms' information disclosure, thereby requiring the quality of auditing (e.g., BEI, 2004;
CBSL, 2013; DAB, 2016; RBI, 2012; SECP, 2012). As discussed in Chapter 2, the regulatory
authorities in individual countries have added the accounting standards to the overall
corporate governance codes that need to be followed by companies, including banks and
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MFIs, for auditing and disclosing their accounting information. The accounting standards in
individual countries include BAS and ICAB in Bangladesh, ICAI in India, IFRS in Pakistan,
LKAS in Sri Lanka and IFRS in Afghanistan. These accounting standards require
organisations to follow accounting principles when conducting their audits. Prior literature
found strong evidence of both positive and negative associations between audit quality and
performance of listed companies in South Asian countries (Houqe et al., 2017; Kabir et al.,
2011; Mehmood et al., 2019; Muttakin et al., 2017; Shahzad et al., 2019).
In line with the above arguments and agency theoretical framework, this study hypothesises
that Big-4 external auditor choice can lead to more credible financial and non-financial
information, positively affecting MFI TBL sustainability performance
Thus, the study proposes the following hypotheses:
H9a: Big-4 auditor choice positively influences the financial performance of MFIs in South
Asia.
H9b: Big-4 auditor choice positively influences the social performance of MFIs in South Asia.
H9b: Big-4 auditor choice positively influences the environmental performance of MFIs in
South Asia.

3.4.4 Capital Structure and TBL Performance of MFIs
One of the key internal mechanisms of corporate governance is the capital structure that forms
incentives and monitoring (Gillan, 2006; Jensen and Meckling, 1976; O’Brien et al., 2014).
Agency theory predicts that capital structure affects agency costs and impinges on the
relationship between corporate governance and firm performance (Berger et al., 2006; Jensen
and Meckling, 1976). In support, Shleifer & Vishny (1997a) suggest that debt to total assets
(leverage) is a capital structure mechanism to solve the agency problems. In further detail,
leverage could affect the firm value (Hoechle et al., 2012) since it lessens free cash flow
problems and influences income tax benefits (Black et al., 2014).
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The literature on capital structure and microfinance performance is limited but still growing.
For example, Hartarska and Nadolnyak (2008) and Tchakoute-Tchuigoua (2015b; 2016)
studied the determinants of capital structure for MFIs. They found profitability, past-due loans,
ratings, tangible assets, and MFI size are positively and negatively associated with
microfinance capital structure. Ndaki et al.(2018) studied the effect of CEO tenure on MFI debt
capital structure and found a positive relationship between these two variables. Furthermore,
Beisland et al. (2018) conducted a study on Big-4 auditor choice and MFI funding structure.
They found that MFIs gain access to international debt and government agency debt through
the use of a Big-4 auditor. However, none of these authors explained how capital structure
influences MFI sustainability performance.
To find whether there is a relationship between capital structure and microfinance
performance, some researchers conducted studies in various country contexts. Using a panel
dataset with 52 MFIs in the Ghanaian context from the period 1995 to 2004, KyereboahColeman, (2007a) found that leverage is positively related to the financial and social outreach
performance of MFIs. The author also claims highly leveraged MFIs perform better in terms of
outreach, and they are more able to deal with risk, adverse selection and moral hazard. This
study is consistent with Sekabira (2013) study, which found a positive relationship between
leverage and sustainability of MFIs. This study used five years of data from 14 MFIs in Uganda.
However, the study sample is relatively small, limiting the conclusion and merits further
research (Sekabira, 2013).
On the other hand, Kar (2012) conducted a similar study using panel data for 782 MFIs in 92
countries from 2000 to 2007. The author reported a positive effect of leverage on profitability
but a negative effect on the depth of social outreach. He did not find any influence of leverage
on MFI breadth of social outreach. Conversely, Hoque and Chishty (2013) documented an
adverse effect of leverage on variables; namely, productivity, outreach, and risk. They also
found that capital structure variables positively affects the breadth of social outreach, but it
negatively affects the depth of social outreach performance. However, Bogan (2012) did not
82

find any significant impact of debt capital on the financial and social sustainability performance
of global MFIs. A recent study by Tchakoute-Tchuigoua (2017) has found differential effects
of capital structure on the financial and social performance of various MFIs. Therefore, past
empirical studies have produced mixed results regarding capital structure and MFI
performance.
Given the agency theoretical assumption that firms use debt for monitoring the management
and stakeholder theory argument on aligning the interests of multiple stakeholders, this study
employs hypotheses that are as follows:
H10a: Capital structure positively affects the financial performance of MFIs in South Asia.
H10b: Capital structure positively affects the social performance of MFIs in South Asia.
H10c: Capital structure positively affects the environmental performance of MFIs in South
Asia.

3.6 Chapter Summary
This chapter reviews the literature on governance and organisational performance of MFIs.
More specifically, it conducts a systematic review to understand the current knowledge of MFI
governance and, in particular, its influence on institutional performance. It discourses some
scholarly contributions to the field’s literature and unveils several gaps, which are the key
focus of this study. The literature review reveals that despite a growing number of studies on
the relationship between governance and MFI dual mission, research on corporate
governance and TBL performance of MFIs is relatively non-existent, and more specifically, in
the context of South Asian developing economies. The chapter discusses three mainline
governance theories to understand the subject matter in this study. It then develops a
conceptual framework to present the relationship between explanatory and predicted variables
diagrammatically. Based on the theoretical presumptions and previous research findings, this
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chapter further develops a set of hypotheses that will be tested by using the empirical models
in the following chapter.
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CHAPTER 4: RESEARCH METHODOLOGY
4.0 Introduction
The purpose of this chapter is to discuss various aspects of research methodology. It starts
by briefly discussing research design, the philosophical stance and the research approach of
this study in Section 4.1. Following this, Section 4.2 of the chapter discusses the
methodological approach of this research. Section 4.3 explains panel data collection, data
sources, sampling and data analysis tools. The choice of panel data for selected entities over
multiple periods to address the relationship between corporate governance mechanisms and
microfinance TBL performance is justified in this section. Section 4.4 discusses the variables
of interest, including; outcome variables: financial, social and environmental performance
measures; explanatory variables: internal corporate governance mechanisms and; control
variables: regulation as an external governance mechanism and other firm-specific
characteristics. This is also followed by the model specification that is finalised based on
various data analysis tools in Section 4.5. Finally, this chapter ends with a summary in Section
4.6.

4.1 Research Design
As suggested by Saunders et al. (2016), the research design is a general plan about
performing some research activities to answer the research question/s. It consists of several
elements such as methodological approach, data collection method/s, data analysis tools and
ethical concerns used in carrying out a study (Collis and Hussey, 2014; Saunders et al., 2016).
The choice of research method/s for collecting data and estimation techniques for analysing
the data depends mainly upon a particular methodology used in a study. The research
paradigm, which is also known as the philosophical belief of an investigation, leads to the
research methodology selection. Hence, a researcher must understand the research
paradigm and ensure consistency with the methodology, methods and philosophical
assumptions of that paradigm.
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4.1.1 Research Philosophy (Paradigm)
In the research philosophy, identifying a specific research paradigm is crucial as it helps find
a suitable methodological approach to undertaking the research. A research paradigm is
defined as “ a perspective about research held by a community of researchers that is based
on a set of shared assumptions, concepts, values and practices” (Johnson and Christensen,
2013, p. 31). And “a philosophical framework that guides how scientific research should be
conducted” (Collis and Hussey, 2014, p. 45).
The research philosophy consists of various paradigms. However, Tashakkori and Teddlie
(2010) have proposed three widely used research paradigms in social science. These are
known as positivism, interpretivism and pragmatism. The positivism paradigm refers to
objectivism that is recognised by the laws of cause and effect in reality (Creswell, 2013). In
contrast, the interpretivism paradigm indicates subjectivism, meaning that reality is a socially
constructed phenomenon (Neuman, 2014). Positivism stands for deductive reasoning, while
interpretivism stands for inductive reasoning. Consistent with theories, variables and
hypotheses, positivist researchers collect data in a numerical form and use statistical tools to
analyse data (Creswell, 2014). For interpretivism, researchers present comprehensive
viewpoints in their writings based on their subjective knowledge, experiences and individual
interpretations of a phenomenon (Neuman, 2014). Here researchers use their subjective
interpretations.
On the other hand, pragmatism supports both inductive and deductive research philosophical
arguments to study complex social issues (Bryman and Bell, 2015). It combines qualitative
and quantitative methods (Tashakori and Teddlie, 2010). In social science, pragmatists use
these two methodological approaches to authenticate and cross-validate collected data and
the findings obtained from data analysis. Hence it is a pluralist phenomenon (Saunders et al.,
2016). Based on Tashakkori and Teddlie (2010) suggestion, the table below shows a
comparison of the three main research paradigms.
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Table 4.1: Differences among Positivism, Interpretivism and Pragmatism
Positivism
It

Interpretivism

supports

Pragmatism

quantitative It usually utilizes qualitative It involves a mixture of

methods.

methods.

qualitative and quantitative
research methods.

The focus is on deductive The focus is on inductive

It supports the abductive

reasoning to test hypotheses reasoning

approach by amalgamating

to

build

hypotheses.

deductive

and

inductive

approaches together
In this paradigm, researchers In

this

paradigm, Cross-validation is the main

only intend to study the researchers usually do not
causal relationship.

purpose

of

researchers

intend to study the causal here.
relationship.

From

the

objectivist From

the

subjectivist It integrates both objectivist

epistemological perspective, epistemological

belief, and subjectivist views.

researchers are independent researchers are part of what
of the research.

is being researched.

Given the above reasons, positivism is the most suitable research paradigm for this study
since it supports the main research aim - the impact of corporate governance mechanisms on
MFI TBL performance in South Asia. This paradigm from an ontological standpoint indicates
that corporate governance mechanisms and TBL performance of MFIs are independent of
social actors. Hence, no subjective interpretation is necessary to establish their connections.
Here, positivists believe that reality is single and quantifiable, utilising properties independent
of human interpretations (Bryman and Bell, 2015). Positivism from an epistemological view
implies that the current study develops hypotheses from various theories and empirically tests
them using a scientific research method. Lastly, positivism from this study's methodological
standpoint is deductive and quantitative, aiming to address the causal connections between
governance and MFI sustainability level performance. Hence, the researcher will collect
numerical data and present them in a quantitative structure (Neuman, 2014). The researcher
will also use appropriate statistical tools to analyse numerical data for this study.
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4.2 Methodological Approach
Collis and Hussey (2014) and Bryman and Bell (2015) have proposed three research
approaches: qualitative, quantitative and mixed-methods approaches. The qualitative
research approach explores and understands the meaning ascribed by groups or individuals
to a social or human problem (Creswell, 2013). The quantitative research approach, on the
contrary, is used to test hypotheses from relevant theories by studying the association
between explanatory and outcome variables (Collis and Hussey, 2014). These variables are
commonly measured in a numerical form so that data obtained for them can be analysed
through various statistical tools (Creswell, 2013). By contrast, the mixed-methods approach
combines quantitative and qualitative data collection methods with associated analysis tools
in a research design (Saunders et al., 2016). In other words, researchers investigate a specific
subject matter in a study by using mixed methods that involve collecting, analysing and
interpreting qualitative and quantitative data.
From an objective standpoint, as explained in the previous section for the research paradigm,
this study employs a quantitative research approach to discover and explain numerical data.
The data will be collected from different sources through a secondary approach (Akpan and
Amran, 2014). Quantitative research develops hypotheses from the selected theories linking
various corporate governance mechanisms to triple institutional logics of MFIs and test these
hypotheses by empirical observations. This approach offers itself more readily to a deduction
(Saunders et al., 2016). It also entails rigorous measurements for variables and statistical tools
for data analysis. Overall, the researcher will be able to generalise results to a large section
of the population by applying the quantitative approach.

4.3 Data Collection Method and Sampling
4.3.1 Data Sources
This study addresses the corporate governance and TBL performance relationships of MFIs
using a panel dataset for the period 2009-2016. The manual search technique was used to
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collect data for the institutions (Nguyen et al., 2014). The data sources are multiple. Hence,
the researcher at first took an aggregated sample of 127 MFIs located in Bangladesh, India,
Pakistan, Sri Lanka and Afghanistan that are listed on the MIX Market, a worldwide online
data platform for global MFIs (Quayes and Hasan, 2014; Servin et al., 2012; TchakouteTchuigoua et al., 2017). The selected MFIs voluntarily submit their data to this database and
receive different diamond ratings6 depending on their information disclosure level. These MFIs
are also registered with various network organisations in each country, such as the
Microfinance Regulatory Authority (MRA) in Bangladesh, Sa-Dhan microfinance network in
India, Pakistan Microfinance Network (PMN) in Pakistan, Lanka Microfinance Practitioners'
Association (LMFPA) in Sri Lanka and Microfinance Investment Support Facility for
Afghanistan (MISFA) in Afghanistan.
Upon subscription to this database, the researcher accessed data for a vast number of
variables. Accordingly, the researcher has hand-collected data for the financial, social and
environmental performance of MFIs from the Mix Market database. Moreover, data for some
corporate governance variables (e.g., the board size, board gender diversity, ownership types
and capital structure) and control variables (e.g., MFI size, age and regulation) have also been
collected from the same database. The data collected from MIX Market are also publicly
available at the World Bank’s DataBank, which ensures the quality of data for this study.
However, it is worth mentioning that the MIX Market database does not contain data about
some other governance variables under study, such as CEO duality, board independence and
audit quality. Hence, the author collected data for these governance variables from MFI annual
reports as per the necessity of this study. Efforts also were made to gather data from third-

6

The MIX Market uses a scale of diamond rating starting from 1 to 5 and classifies MFIs into five
categories, in accordance with the degree of quality information provided by the institutions. The higher
diamond rating indicates better quality data of MFIs. MFIs that receive the highest diamond from MIX
are also rated and graded by a third party rating agency.
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party rating agencies7 and, in some cases, individual MFI websites to address missing
observations. This data collection method is similar to Lebovics et al. (2016) and Thrikawala
et al. (2016a). Unlike most empirical studies, which have been systematically reviewed in
Chapter 3, this study considers all MFIs with different diamond ratings assigned by the MIX
Market to lessen sample survivorship bias in the data. This sampling technique is in line with
other studies (e.g., Chakravarty and Pylypiv, 2015; Kar, 2016). After a careful cross-checking
of data collected from the secondary sources, it has been found that the data sources do not
hold much difference in their data reporting approaches. This process ensures the validity of
the dataset.

4.3.2 Sampling
The exact number of institutions operating in the selected countries for microfinance service
provision cannot be determined because of the divergence in their legal forms. For example,
many informal service providers with the legal status of saving societies, thrift and money
lenders are not registered under any laws, nor are they regulated by any regulatory authority.
These organisations also do not have data to trace their activities. Hence, this study has
excluded them from the sample and selected MFIs that only belong to formal and semi-formal
financial sectors. The selected institutions perform microfinance activities under various
regulations, and their data can be accessible.
It is necessary to mention that until 2016, which is the final year of data collection for this study,
MIX Market has a list of 11 MFIs from Afghanistan, 64 MFIs from Bangladesh, 228 MFIs from
India, 53 MFIs from Pakistan and 22 MFIs from Sri Lanka, accounting for a total of 378 MFIs
for all countries. Of this list, 127 MFIs have been selected for the final sample since their
annually audited reports concerning governance and performance-related variables are, in
large part, publicly available. The rest of the MFIs were excluded from the sample due to their

7

The rating agencies which have rated MFIs in five South Asian countries are CRISIL, M-CRIL, CRAB,
CARE and JCR-VIS.
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inadequate duration of operation, unpublished financial reports, and too many missing
observations. The sample starting period is 2009 because most of the selected MFIs in this
year have their data available for governance and all three performance variables. The data
collection period ends in 2016 since this year shows the latest data available in the databases.
The final sample of this study constitutes a total of 947 MFIs’ firm-year observations. The
following two tables highlight the frequency of observations per year and the sample
distribution for all countries each year.
Table 4.2: MFI Firm-year Observations for All Countries
YEAR
Freq.
Per cent
2009
91
9.610
2010
114
12.04
2011
122
12.88
2012
127
13.41
2013
125
13.20
2014
124
13.09
2015
124
13.09
2016
120
12.67
Total
947
100
Source: Author’s computation using Stata 14.2.

Cum.
9.610
21.65
34.53
47.94
61.14
74.23
87.33
100

Table 4.3: Sample Distribution by Country and Year
COUNTRY

YEAR
2009
2010
2011
2012
Bangladesh
26
31
31
33
India
25
24
25
26
Pakistan
37
51
58
61
Sri Lanka
2
4
4
3
Afghanistan
1
4
4
4
Total
91
114
122
127
Source: Author’s computation using Stata 14.2.

Total
2013
32
25
61
3
4
125

2014
32
26
59
3
4
124

2015
32
26
59
3
4
124

2016
31
26
57
2
4
120

248
203
443
24
29
947

4.3.4 Panel Data
There are three types of data available for empirical analysis: cross-sectional, time series, and
panel data. Cross-sectional data uses one point in time but multiple entities for values of one
or more variables. In contrast, time-series data uses a set of observations on values of one or
multiple variables for one entity over a series of time (Wooldridge, 2002). On the other hand,
panel data has observations over different periods for the same individuals or entities
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(Kennedy, 2008). Panel data is also known as longitudinal data containing cross-sectional and
time-series data (Park, 2011). This study uses panel data to answer all research questions
highlighted in the introduction chapter.
Panel data has more advantages by having cross-sectional and time-series observations
(Ntim et al., 2012). Gujarati (2004) suggests that panel data encompasses time dimensions
and space. Wooldridge (2002) proposes that panel data contains more observations, less
collinearity among the variables but more degrees of freedom. With less restrictive conjectures
but more useful data, the researcher can examine more sophisticated behavioural models and
gain more reliable estimates (Hsiao, 1986). Therefore, the current study has considered panel
data because of the above significant advantages. The researcher has used unbalanced panel
data for this study due to missing observations for one or more year related variables. The
researcher does not need balanced panel data to avoid the sample selection issue (Crifo et
al., 2014).

4.4 Variables and Measurements
This part of the chapter discusses all variables studied to explore the impact of corporate
governance mechanisms on MFI TBL performance in South Asia. As mentioned in the
previous section, the variables for this research are classified into dependent, independent
and control variables. These variables with their measurements are discussed below.

4.4.1 Dependent Variables
This study's tested variables, also known as dependent variables, include MFI financial
performance, social outreach performance, and environmental performance. The variables
are defined as follows:
4.4.1.1 Financial Performance (ROA and OSS)
Financial performance includes two accounting-based measurements - ROA and OSS. ROA
is measured as the total income ratio after all the expenses divided by the average total asset
in a year. OSS is measured as the total operating revenues divided by total operating
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expenses. ROA indicates how well an MFI generates income by using its total assets, and
OSS shows how well an MFI can cover its operating expenses by generating revenues (Gohar
and Batool, 2015). ROA is chosen over ROE in microfinance because debt levels differ
significantly across MFIs (Pascal et al., 2017). Moreover, this study sample comprises many
non-profit and non-shareholding MFIs such as NGOs and cooperatives, whose equity is oddly
low. Some of them cannot attract equity investment. They often utilize revenues to fund their
operations, indicating that OSS is a better proxy to measure MFI financial sustainability.
Therefore, in line with prior studies (Van Damme et al., 2016; Gohar and Batool, 2015;
Hartarska, 2005; Nihel and Younes, 2015; Randøy et al., 2013; Tchakoute-Tchuigoua,
2014a), this study selects ROA and OSS as the most suitable proxies for MFI financial bottom
line. The study has not considered market-based measurements such as Tobin’s Q for
financial performance since MFIs are not stock exchange-listed companies.
4.4.1.2 Social Outreach Performance (LnNAB and LnALB/GNI)
Social outreach performance is known as the financial inclusion of borrowers by MFIs.
Outreach performance comprises two widely used measurements in the literature for poverty
alleviation: the breadth of outreach and the depth of outreach (Mersland and Strøm, 2009;
Mori and Mersland, 2014; Pascal et al., 2017; Thrikawala et al., 2016a; Vishwakarma, 2017).
The breadth of outreach is measured as the natural logarithm of the number of active
borrowers (LnNAB) reached by an MFI in a year. The depth of outreach is measured as the
natural logarithm of the average loan size disbursed to a borrower divided by gross national
income per capita (LnALB/GNI). LnNAB indicates the clients who have already been included
in the microfinance services and have their loan outstanding with MFIs. It shows the extent to
which an MFI has reached out to the productive poor who desperately need financial support
for generating income to escape the poverty trap. LnALB/GNI refers to the poorest of the poor
borrowers reached by an MFI.
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4.4.1.3 Environmental Performance (EPI)
Environmental performance is relatively a new performance dimension for MFIs. It includes
various financial and non-financial measurement indicators. These indicators were developed
by Allet (2011) and Allet and Hudon (2015) based on the global reporting initiative (GRI)
framework. The authors created an environmental performance index for microfinance, called
MEPI. The index consists of several categorical/dichotomous items, including; a) green loans
granted to clients for environmentally friendly products - renewable solar energy, sanitary
equipment and eco-friendly agricultural products, b) policy adoption for environmental
sustainability, C) risk assessment tools for the environment and d) provision of non-financial
services such as training to clients for keeping the environment safe. The current study takes
into account all these factors for environmental performance.
In line with previous studies (e.g., Forcella and Hudon, 2016; García-Pérez et al., 2018; Tanin
et al., 2019), this research uses dummy proxies to construct a composite measure of all of the
above items. They are coded as follows: 1 = if the MFI provides loans or products specific to
solar energy, equipment and eco-friendly agricultural products, 0 otherwise; 1 = if the MFI
adopts policy for environmental sustainability, 0 otherwise; 1 = if the MFI uses any specific
tools to assess the environmental risks caused by borrowers’ activities, 0 otherwise and; 1 =
if the MFI provides any non-financial services such as running training sessions and
discussions for clients who want to develop eco-friendly activities, 0 otherwise. The total score
is then calculated based on the MFI disclosure of each item in a year to capture the
environmental performance index (EPI). A higher score indicates better environmental
disclosure and vice versa.

4.4.2 Independent Variables
This study has used four testable independent variables, including board director
characteristics, ownership types, audit quality and capital structure. These variables are
discussed below.
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4.4.2.1 Board Director Characteristics
The board of directors, as an apex body of microfinance governance, is responsible for
overseeing and counselling the management of an MFI. Directors sitting in the boardroom are
committed to performing their tasks in formulating strategies, making corporate decisions for
MFIs, hiring and firing the CEO, and meeting fund providers' interests. This study uses four
characteristics of the MFI board of directors.
4.4.2.1.1 Board Size (LnBSIZE)
Board size is an important corporate governance attribute to explain the TBL performance of
MFIs in South Asia. It refers to the number of directors working in the boardroom. It is one of
the most commonly used variables in the domain of corporate finance. As discussed in
Chapter 3, agency theory and resource dependence theory provide two contrasting views on
board size. While the former supports a smaller board size for an effective board function in
monitoring the management (Jensen, 1993), the latter favours a larger board size for advising
the management and linking firms to external environment and resources (Pfeffer and
Salancik, 1978). Therefore, the optimal size of the board for a firm is a critical debate in
governance literature.
In microfinance, board size has been considered vital for the financial and social outreach
performance of MFIs. Compared to other firms, larger boards are widely regarded by MFIs,
but their influence on institutional performance is somehow ambiguous (Shettima and
Dzolkarnaini, 2018). Hence, there is no consensus reached on the performance impact of MFI
board size. However, it is recommended that MFI boards be large enough to complete their
tasks effectively by not overburdening their members but offering continuity and warranting
that board meetings have quorums (CMEF, 2012) without losing group cohesiveness (Ahmed
and Khan, 2016). This study measures board size as the natural logarithm of the total number
of directors (LnBSIZE) sitting in an MFI boardroom each year which is in line with previous
studies on microfinance governance (Mori and Mersland, 2014; Shettima and Dzolkarnaini,
2018). Following Wintoki et al. (2012), this research considers board size to be endogenous.
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4.4.2.1.2 Board Gender Diversity (BGD)
Gender diversity is a crucial board characteristic in the corporate finance literature, although
it has received scant attention from microfinance governance scholars. Gender diversity, as
mentioned in Chapter 3, is well supported by agency theory, resource dependence theory and
stakeholder theory to predict its positive influence on MFI TBL sustainability performance.
Empirical evidence in the context of non-financial corporate firms suggests a positive
relationship between gender diversity and TBL sustainability performance (Hussain et al.,
2018). In microfinance, board gender diversity is vital since the main clients of MFIs are
women borrowers, and many institutions have female client representatives on their boards.
It is argued that women directors are better able to identify the products required by women
and, as such, they can set terms that attract female borrowers (Mori, 2014). Hence, non-profit
boards are very diverse (Hartarska, 2005).
This study measures board gender diversity as the ratio of female directors to the total number
of directors in an MFI board (BGD). A similar measurement has been used by other studies in
the microfinance field (Hasan et al., 2018; Shettima and Dzolkarnaini, 2018). Given that
gender diversity is endogenous (Carter et al., 2010), ignoring the endogenous nature of the
association between gender diversity and firm performance may result in unreliable
estimations (Nguyen et al., 2014). Therefore, this study treats gender diversity as an
endogenous variable.
4.4.2.1.3 Board Independence (BDIND)
As stated above in Chapter 3, directors’ independence is essential for effective monitoring of
MFI management. From the agency theory perspective, it is argued that board independence
increases with a large proportion of outside directors on the boards who protect principals’
resources from managers' conflicting interests (Assenga et al., 2018; Shleifer and Vishny,
1997a). More outside directors mean more internal monitoring (Agrawal and Knoeber, 1996).
Resource dependence and stakeholder theories also support independent/non-executive
directors due to their experience, advising role and connection to external networks and
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stakeholders. The empirical evidence indicates a positive relationship between board
independence and CSR disclosure of US banks (Jizi et al., 2014). The importance of
independent directors has also been emphasised in microfinance governance studies
(Bassem, 2009; Hartarska, 2005; Thrikawala et al., 2016a). CMEF (2012) recommends MFIs
hire independent outside board members who can bring skills and impartiality.
Following the above research, this study measures board independence as the ratio of
independent/non-executive directors (BDIND) to the total number of MFI board directors. It
also treats this variable as endogenous, given the dynamic endogeneity between board
independence and past performance (Wintoki et al., 2012).
4.4.2.1.4 CEO Duality (CEODL)
Subsection 3.4.1.4 in Chapter 3 for literature review and hypothesis development has
discussed the CEO duality as a key corporate governance mechanism and predicted its
impact on MFI TBL performance in South Asia. CEO duality occurs when the responsibility of
the CEO and board chairperson goes to one person’s hand. From the agency theoretic
framework, it is crucial to separate the CEO from the chairperson’s role for the board to be
effective in its critical functions (Jensen, 1993). However, prior research found CEO duality
positively related to banks' CSR performance (Jizi et al., 2014). In microfinance, authors
suggest that duality increases managerial power that results in higher risk-taking behaviour,
but the lower performance of MFIs (Galema et al., 2012a). In line with prior research, this
study measures CEO duality (CEODL) as a dummy explanatory variable equal to (1) if the
CEO also plays the role of a board chairman and (0) otherwise. Like other board
characteristics, this variable is also considered endogenous, according to Wintoki et al. (2012).
4.4.2.2 Ownership Types
Ownership type is an important governance aspect that ultimately predicts MFI performance.
Different ownership structures exist in the microfinance industry, such as NGOs, cooperatives,
banks and NBFIs. Accordingly, NGOs and cooperatives are known as socially oriented MFIs,
whereas banks and NBFIs are regarded as commercially oriented MFIs. Nevertheless, these
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institutions differ from each other in terms of financial services they provide to clients (Mia,
2016), regulatory status and profit distributions to stakeholders (Servin et al., 2012). Each
ownership type is measured as follows:
4.4.2.2.1 NGO Ownership (NGO)
NGO ownership is one of the leading and important legal forms of MFIs. As discussed in
Chapter 3, NGOs are simply private but non-profit organisations. Their ownership is not tied
with governance, and they face a little prudential regulation (Galema et al., 2012b; TchakouteTchuigoua, 2014a). Their managers enjoy more decision making power. However, similar to
other firms, the boards of NGOs play a role in controlling the managerial power and minimizing
firms' inefficiencies (Tchakoute-Tchuigoua, 2014a). Unlike other financial institutions, these
entities do not distribute profits to stakeholders (Servin et al., 2012). They rely on the
government, donors, individuals and business organisations to fund their activities (Mia,
2016). Since NGOs differ from other MFIs, they may have a differential effect on their TBL
performance which is important to investigate especially in the South Asian context. Hence,
following the above literature, the current study measures this ownership form as a dummy
explanatory variable equal to (1) if an MFI is a non-governmental organisation (NGO) and (0)
otherwise.
4.4.2.2.2 Cooperative/Credit Union Ownership (COOP)
Cooperative ownership refers to the credit unions or credit cooperatives that are also known
as non-profit MFIs. They have received due recognition for their contributions to the financial
inclusion of the non-banked poor (Mia, 2016). Unlike NGOs, cooperatives are member-based
organisations, and hence members are their owners and controllers (Servin et al., 2012).
These members are technically borrowers and depositors who follow the one-vote one-person
principle, leading to agency problems. Nevertheless, similar to NGOs, cooperatives are more
socially oriented MFIs (Gupta and Mirchandani, 2019) despite seeking profit for their operation
(Mia, 2016). Unlike banks, cooperatives face light-touch regulation (Ghosh and Ansari, 2018).
Hence, due to the difference in their business model, it is essential to know whether MFIs with
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cooperative ownership affect their TBL performance differently from other types of MFIs in
South Asian countries. Consistent with the literature, this study measures cooperative
ownership type as a dummy explanatory variable equal to (1) if an MFI is a cooperative/credit
union (COOP) and (0) otherwise.
4.4.2.2.3 Bank Ownership (BNK)
Microfinance banks are typically known as for-profit MFIs since they are more commercially
oriented (Iqbal et al., 2019), and they often target wealthy borrowers for financial inclusion. As
discussed in Subsection 3.4.2.3 of Chapter 3, the literature suggests that microfinance banks
are subject to banking regulation and thus exercise better governance than NGOs and
cooperatives (Barry and Tacneng, 2014; Galema et al., 2012a; Servin et al., 2012; TchakouteTchuigoua, 2010, 2014a). Furthermore, they are owned by commercial or social
investors/shareholders who control the organizations and decide over profits distribution
(Mersland, 2009). They impose strict monitoring upon the management to reduce information
asymmetry. Given that microfinance banks hold some differences in their business activities,
it is pivotal to know whether they affect all TBL performance dimensions differently from other
MFIs in South Asian developing economies. Hence, in line with Mersland (2009) and Gohar
and Batool (2015), this study measures bank ownership type as a dummy explanatory variable
equal to (1) if an MFI is a microfinance bank (BNK) and (0) otherwise. Similar to other forms
of MFI ownership, this variable is also treated as endogenous.
4.4.2.2.4 Non-banking Financial Institution (NBFI)
An NBFI provides similar services to those of a bank but is licensed under a separate category.
Similar to microfinance banks, NBFIs are regarded as shareholding financial institutions
(Tchakoute-Tchuigoua, 2010). NBFIs receive a separate license due to lower capital
requirements, limitations on financial service offerings, or supervision under a different state
agency (Servin et al., 2012). In some countries, this corresponds to a particular category of
microfinance service providers. NBFIs are privately owned MFIs that, similar to other microbanks, target underserved individuals and micro and small enterprises that may pledge
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collateral and provide financial statements that help the loan officer produce hard information
(Tchakoute-Tchuigoua, 2018).
A large number of NBFIs are operating in South Asian countries to provide financial services
to poor communities. Given that some NBFIs cannot accept deposits, their relative weight
differs from microfinance banks. Hence, it is important to examine if the TBL sustainability
performance effect of NBFIs differs from other MFIs in the South Asian region. Following
previous studies such as Hartarska (2005) and Kar (2013), this research measures NBFI
ownership type as a dummy explanatory variable equal to (1) if an MFI is a non-banking
institution (NBFI) and (0) otherwise. Like banks and other types of MFIs, NBFI ownership
status is also considered an endogenous variable.
4.4.2.3 Audit Quality (Big-4 AUD)
Audit quality is one of the important measures of MFI good governance. The choice of Big-4
audit firms is the most frequently used proxy for audit quality (Beisland et al., 2018; Hay et al.,
2006). The impact of audit quality on organisational performance has received considerable
attention from scholars in the standard corporate finance literature. However, it is a newly
raised research topic in microfinance governance literature. Prior studies emphasized the
need for external Big-4 audit firms, which have real consequences for microfinance by
alleviating information asymmetry, improving disclosure quality and attracting more external
funding for an MFI (Ahmed and Khan, 2016; Beisland et al., 2015, 2018). Given its relevance
to the microfinance industry, this study uses audit quality to explain the TBL performance of
MFIs. Therefore, by following previous studies, audit quality is measured in this research as a
dummy explanatory variable equal to (1) if an MFI receives audit services from one of the Big4 audit companies or its well-established local affiliates (Big-4 AUD) and (0) otherwise.
4.4.2.4 Capital Structure (DER)
Capital structure is a cornerstone of the organisational operation and sustainability of MFIs. It
is regarded as an internal governance mechanism (Filatotchev and Wright, 2017). Evidence
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suggests that most MFIs, both for-profit and not-for-profit, are highly dependent on external
financing (Bogan, 2012; Chakravarty and Pylypiv, 2015; Hudon, 2010). MFIs receive funding
from a variety of possible sources such as donations, deposits, retained earnings, local and
foreign sources- subsidised or commercial loans, as well as equity shares and the issuance
of debt securities (Dorfleitner et al., 2017). However, these funding sources differ depending
on the institutional type, instruments and maturity of MFIs (Tchakoute-Tchuigoua, 2014b). For
instance, shareholder based MFIs receive funding mainly from depositors and commercial
fund providers, whereas non-governmental organisations (NGOs) rely mostly on noncommercial borrowings and donated equity (Cull et al., 2009; Tchakoute-Tchuigoua, 2014b).
There are various measurements of capital structure. However, this study uses the debt to
equity ratio because it gives a snapshot of an MFI’s financial leverage and liquidity by showing
the balance of how much debt versus how much shareholders’ equity is used to finance
assets. Therefore, the study measures this variable by dividing total debt by total equity (DER).

4.4.3 Control Variables
In addition to the explanatory variables mentioned above, this study uses some MFIs’ firm and
institution-specific control characteristics such as regulation, the size of MFIs, and their age.
Although there are other control variables, these are the most commonly used variables in the
microfinance literature. The reason for choosing these variables in the current study can be
explained by the fact that they are considered observable heterogeneity. Hence, they may
influence the choice of MFI corporate governance structure. They can also be used to account
for unobservable factors. Further, this study employs year dummies, country dummies to
control for the year and country-specific fixed effects and a lag of all dependent variables to
account for dynamic endogeneity. These variables are measured as follows:
4.3.3.1 MFI Regulation (REG)
Regulation is an external corporate governance mechanism (Beisland et al., 2015; EstapéDubreuil and Torreguitart-Mirada, 2015). It refers to a set of rules imposed by the government
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on microfinance (Rosenberg, 2003). In the microfinance industry, some MFIs experience
regulation by banking authorities while other entities do not (Beisland et al., 2015). Thus, MFIs
that accept public deposits should be regulated, those non-deposit-taking institutions should
not, and MFIs that fall in between should face some form of targeted regulation (Hartarska,
2009). Regulation is important to monitor MFIs’ operations and protect the deposits of poor
depositors.
Regulation can influence MFI TBL performance positively or negatively. It can either benefit
MFIs or increase their cost. Prior empirical studies found differential effects of regulation on
MFI financial and social performance. For example, Barry and Tacneng (2014) found that
regulated MFIs are better in financial performance, while unregulated MFIs have more poverty
outreach. In contrast, Hartarska (2009), Hartarska and Nadolnyak (2007) and Mersland and
Strøm (2009) did not find any influence of regulation on MFI financial and social performance.
Concerning the measurement of MFI regulation, the current study follows prior literature. It
measures this variable as a dummy binary indicator equal to (1) if the MFI is regulated by a
banking authority (REG) and (0) otherwise. The study uses it as an exogenous control
covariate.
4.3.3.2 MFI Size (LnMFS)
The size of an MFI may influence its TBL performance. It can be assumed that larger MFIs
can enjoy better performance. One of the most apparent reasons for this assumption is that
larger MFIs can benefit from economies of scale (Forcella and Hudon, 2016). Past studies
also suggest that organisational size is an important determinant of MFI performance (Quayes
and Hasan, 2014; Quayes and Joseph, 2017). It is argued that organisational size can lead to
potential endogeneity since large firms require managers’ management capability, which is an
unobserved factor in the residual of the model and will be correlated with firm size (Nguyen et
al., 2015a). It can also be an exogenous variable (Randøy et al., 2013). It is used as a control
variable because a large MFI is likely to have more resources, opportunities, and funds to
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diversify its loan portfolio and impact its stakeholders (Chakrabarty and Bass, 2014). In this
study, MFI size is measured as the natural logarithm of total assets in a year (LnMFS), which
previous studies on microfinance governance have also used (Hartarska, 2005; Hartarska and
Nadolnyak, 2007; Mersland and Strøm, 2009; Strøm et al., 2014).
4.3.3.3 MFI Age (MFAGE)
Similar to size, the age of an MFI is crucial to predict its TBL performance. It is expected that
older MFIs may perform better than the newer ones since they are more established and have
more experienced staff members. Furthermore, matured MFIs tend to choose the best
corporate governance structure for their performance based on their past operational
experience. Consistent with prior microfinance governance literature (Kyereboah-Coleman
and Osei, 2008; Strøm et al., 2014; Thrikawala et al., 2016a), the present study measures age
as the total years of an MFI operation (MFAGE) and includes it as a control variable to the
empirical model. This study considers MFI age exogenous, as suggested by Wintoki et al.
(2012).
4.3.3.4 Year Dummies (YDUM)
In line with the literature, this research also includes year dummies (YDUM) in the empirical
models as control variables to address time-related fixed effects and control for aggregate
changes

over

time

(Tchakoute-Tchuigoua,

2014a).

Year

dummies

account

for

macroeconomic conditions (Nguyen et al., 2015a; Shao, 2019) which are common to all
business organisations. This research employs eight-year dummies for each of the eight years
from 2009 to 2016. Following Wintoki et al. (2012) and Nguyen et al. (2014), this research
treats year dummies as exogenous.
4.3.3.5 Country Dummies (CDUM)
In addition to the year dummies, this study also includes country dummies (CDUM) as a control
variable in the research model. This is in line with Saeed et al. (2018), who studied
microfinance governance-performance relationship in South Asia. Country dummies are used
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to control for country-specific fixed effects in a research model (Banerjee et al., 2019). Prior
studies with multi-country analysis, as shown in the systematic review, mostly ignored the
country control dummies, raising a question about the reliability of their empirical results.
Although the sampled countries for this research are very much homogenous, they hold some
differences. Therefore, country dummies are used in the regression models to overcome this
limitation.
Country dummies can also account for the effect of some country-level factors such as
national governance, Human Development Index (HDI), Gross Domestic Product (GDP)
growth, inflation, etc. Therefore, the present study uses country dummy variables to check
whether country-specific factors indeed influence the relationship between corporate
governance and TBL performance of MFIs since it is based on a multi-country context. It uses
dummies for each of the selected five countries – Bangladesh, India, Pakistan, Sri Lanka and
Afghanistan. In the similar vein of year dummies, country dummies are also considered to be
exogenously determined.
4.3.3.6 Lagged Dependent Variables
Finally, consistent with some governance studies in the corporate finance literature (Nguyen
et al., 2015a; Schultz et al., 2010; Thrikawala et al., 2017; Wintoki et al., 2012), this study
employs lagged level (one year lag = t-1) of all dependent variables (i.e., L.ROA, L.OSS,
L.LnNAB, L.LnALB/GNI and L.EPI) as explanatory variables to deal with the dynamic
endogeneity between corporate governance and TBL performance of MFIs. Using lagged
values of dependent variables will allow the researcher to address potential bias in dynamic
panels (Flannery and Hankins, 2013; Nguyen et al., 2015a). Additionally, lagged dependent
variables can tackle omitted variables' effects in the empirical model (Wooldridge, 2010).
The following table shows a summary of all variables with their definitions/measurements and
acronyms used in this study.
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Table 4.4: Variables and Measurements
Variables

Acronyms

Definition

Data
Sources

Return on assets

ROA

The ratio of total income after all the

MIX Market

expenses to total assets.
Operational self-

OSS

MIX Market

operating expenses.

sufficiency
Number of active

The ratio of operating income to all

LnNAB

The natural logarithm of the total

MIX Market

number of active borrowers in a year to

borrowers

measure MFI breadth of outreach.
Average loan

LnALB/GNI

The natural logarithm of average loan
balance/gross national income (GNI)

balance/GNI

per capita to measure MFI depth of
outreach.
Environmental

EPI

performance

The index consists of several items,

MIX Market

including green products and loans

and annual

granted to clients, policy adoption for

reports

environmental sustainability, the risk
assessment tool for the environment
and the provision of non-financial
services such as training for a safer
environment.
Board size

LnBSIZE

The natural logarithm of the total

MIX Market

number of directors sitting in an MFI
boardroom each year.
Board gender

BGD

MIX Market

number of MFI board of directors.

diversity
Board

The ratio of female directors to the total

BDIND

independence

The ratio of independent/non-executive

Annual

directors to the total number of MFI

reports and

board of directors.

third-party
rating
agencies

CEO duality

CEODL

A dummy explanatory variable equal to

Annual

(1) if the CEO also plays the role of a

reports

board chairman and (0) otherwise.
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Non-governmental

NGO

A dummy explanatory variable equal to

MIX Market

(1) if an MFI is a non-governmental

organisation

organization and (0) otherwise.
Cooperative/Credit

COOP

A dummy explanatory variable equal to

MIX Market

(1) if an MFI is a cooperative/credit

union

union and (0) otherwise.
Bank

BNK

A dummy explanatory variable equal to

MIX Market

(1) if an MFI is a shareholding bank and
(0) otherwise.

Non-banking

NBFI

A dummy explanatory variable equal to

financial

(1) if an MFI is a shareholding non-

institution

banking financial institution and (0)

MIX Market

otherwise.

Audit quality

Big-4 AUD

A dummy explanatory variable equal to

MIX

(1) if an MFI receives audit services

Market,

from one of the Big-4 audit companies

annual

or its well-established local affiliate and

reports and

(0) otherwise.

third-party
rating
agencies

Capital structure

DER

The ratio of total debt to total equity.

MIX Market

Regulation

REG

A dummy variable equal to (1) if an MFI

MIX Market

is regulated by a banking authority and
(0) otherwise.
MFI size

LnMFS

The natural logarithm of total assets of

MIX Market

an MFI
MFI age

MFAGE

Total year of an MFI operation.

MIX Market

Year Dummies

YDUM

Eight-year dummies for each of the

N/A

eight years from 2009 to 2016.
Country Dummies

CDUM

Dummies for each of the selected five

N/A

countries.
Lagged dependent

One year lag (t-1) of all dependent

Variables

variables.
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N/A

4.5. Data Estimation Methods
This section of the research methodology chapter discusses data estimation methods for the
study. Several econometric tools are considered for data analysis to test corporate
governance attributes' influence on the TBL performance of MFIs in the South Asian market
context. To be precise, the nature and characteristics of empirical data have determined the
appropriate estimation method. After highlighting some limitations of various static models that
were overwhelmingly used by the literature, this study employs system dynamic GMM as the
main data estimation model. All models are discussed in the following subsections.

4.5.1 Ordinary Least Squares
As discussed earlier, multivariate Ordinary Least Squares (OLS) regression is one of the most
commonly used data estimation methods in microfinance governance literature. This research
commences employing the OLS model to compare results with prior studies in the field. It is
in line with some studies in the standard corporate finance literature (Nguyen et al., 2014;
Schultz et al., 2017; Wintoki et al., 2012). In particular, the study estimates a pooled OLS
model, a special case of OLS regression usually run on panel data. Pooled OLS uses data for
the sampled entities pooling them together without taking into account the individual
differences. Therefore, to predict the relationship between explanatory and outcome variables
in Chapter 5, this study has the following pooled panel model:
𝑇𝐵𝐿 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖𝑡 = 𝛼 + 𝛽1 𝐶𝐺𝑀𝑖𝑡 + 𝛿1 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 + 𝜖𝑖𝑡 Eq. (1)
Where 𝑇𝐵𝐿 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖𝑡 denotes financial, social and environmental sustainability
performance dimensions of MFIs. The measurements and definitions of each performance
dimension have been discussed in Section 4.4.1. The subscript 𝑖 stands for MFI observations,
and the subscript 𝑡 stands for the year from 2009 to 2016. While 𝐶𝐺𝑀𝑖𝑡 indicates corporate
governance mechanisms – the independent variables, 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 represent different control
variables, including the year and country dummies used in this study. Furthermore, 𝛼 points

107

to the population intercept, 𝛽 refers to estimated coefficients of all predictors, 𝛿 is the vector
of control covariates in the model and 𝜖𝑖𝑡 indicates the error or residual term.
OLS holds some standard assumptions, which need to be satisfied by the dataset in a study.
For example, it assumes that all explanatory variables used in the model are strictly
exogenous (Schultz et al., 2017). It means that the current corporate governance mechanisms
in this study are determined independently from the past performance of MFIs. Hence, it does
not accommodate unobserved firm-specific heterogeneity in the data (Wooldridge, 2010),
which may influence the explanatory variables indicating their endogeneity. The residual term,
𝜖𝑖𝑡 , can capture the unobserved heterogeneity in the pooled OLS model. Thus, 𝜖𝑖𝑡 can be
expressed as follows:
𝜖𝑖𝑡 = 𝜇𝑖 + 𝑣𝑖𝑡 Eq. (2)
Where the subscript 𝜇𝑖 stands for unobserved firm-specific heterogeneity and the subscript
𝑣𝑖𝑡 represents disturbance reminder.
OLS also assumes data to be free from heteroskedasticity, multicollinearity, non-normality and
auto/serial correlation. If a study does not meet these assumptions, the estimates of OLS will
be biased. Hence, this study will perform several econometric tests (i.e., normality test,
heteroskedasticity test, serial correlation test, and multicollinearity test) in Chapter 5 to check
whether the dataset satisfies OLS assumptions. The study will also run an endogeneity test to
check whether or not OLS is inconsistent and GMM is required for data estimation.
On the other hand, two standard panel data estimation techniques are used to account for the
unobserved heterogeneity effects; Fixed Effects Model (FEM) and Random Effects Model
(REM), which are discussed in the following subsections.

4.5.2. Fixed Effects Model
Given that OLS does not control for the effects of individual firm-specific unobserved
heterogeneity, which is correlated with explanatory variables (e.g., corporate governance
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mechanisms and other predictor variables in this study), applying FEM in the regression model
to overcome such challenge could be a good choice. For instance, MFI business practices
and managerial ability that are unobservable to the researcher can drive the correlation
between predictors and predicted variables in the current study which cannot be dealt with by
the traditional OLS model other than FEM. If the unobservable individual firm characteristics
are constant/fixed across time, FEM can be an appropriate method to generate consistent
parameter estimates robust to unknown heterogeneity (Schultz et al., 2010). It provides
efficient econometric estimates and is thus more flexible in tackling unobservable firm-specific
effects (Matemilola et al., 2013). This model is written as follows:
𝑇𝐵𝐿 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖𝑡 = (𝛼 + 𝜇𝑖 ) + 𝛽1 𝐶𝐺𝑀𝑖𝑡 + 𝛿1 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 + 𝑣𝑖𝑡 Eq. (3)
The subscript 𝑖 indicates individual MFI (cross-sectional dimensions) and the subscript 𝑡
denotes time from 2009 to 2016 (time-series dimensions). 𝛼 represents the population
intercept. Both 𝛽1 and 𝛿1 , as mentioned before, refer to the vector of governance mechanisms
and control characteristics. Further, 𝜇𝑖 stands for unobserved time-invariant heterogeneity and
𝑣𝑖𝑡 stands for disturbance reminder.
It must be noted that FEM takes into account the time-varying characteristics meaning that it
only accepts those variables for estimation that change over time but omits other variables
that do not vary in time. The reason is simple: when 𝜇𝑖 is arbitrarily correlated with predictors,
it is not possible to distinguish the effects of time-invariant observables from time-invariant
unobservables 𝜇𝑖 (Wooldridge, 2002). In such a case, the current study has some dummy
explanatory variables (e.g., CEO duality, audit quality, ownership types, regulation and year
and country dummies) which are observable but time-constant (although these variables
change from 0 to 1, they remain fixed for a span of time) and hence will be dropped by FEM
when estimating the relationship between corporate governance and TBL performance. This
clearly implies that the omission of such variables with the same effect across time will also
exclude some MFIs from the analysis. This leads to a loss in degrees of freedom, which
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weakens the model’s statistical power (Baltagi, 2014). To deal with this situation, REM
appears to be the preferred substitute (Hartarska, 2009; Strøm et al., 2014).

4.5.3 Random Effects Model
Contrary to the standard FEM, REM investigates the variations in error/residual terms across
individual cross-sectional units and times. It assumes that unobservable time-invariant firm
heterogeneity is not correlated with explanatory variables (Greene, 2012) and then estimates
error variances randomly distributed across firms and times (Park, 2011). It allows for different
intercepts and controls for shortcomings of FEM. REM is a suitable estimation technique for
data analysis in a study when the outcome variables correlate with the differences across
cross-sectional groups. This model can be used if 𝜇𝑖 , in Eq. (3), is treated as random rather
than fixed effects. Thus, the model is expressed as follows:
𝑇𝐵𝐿 𝑃𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒𝑖𝑡 = 𝛼 + 𝛽1 𝐶𝐺𝑀𝑖𝑡 + 𝛿1 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 + 𝜔𝑖𝑡 Eq. (4)
Where 𝜔𝑖𝑡 = 𝑣𝑖𝑡 + 𝜀𝑖
The subscript 𝑖 stands for individual MFI, and the subscript 𝑡 denotes the time periods 20092016 under investigation. 𝛼 refers to the population intercept and 𝛽1 refers to the estimated
coefficients of corporate governance variables 𝛿1 is the vector of control variables. 𝜔𝑖𝑡 is the
composite error term of two components; 𝑣𝑖𝑡 and 𝜀𝑖 . The first component, 𝑣𝑖𝑡 , is the
idiosyncratic error term, which changes according to units and time periods, whereas the
second component, 𝜀𝑖 , is the unobserved MFI specific heterogeneity that changes with units.
The advantage of using REM is that it accommodates time-constant dummy variables usually
omitted by FEM, as discussed in Sub-section 4.5.2. In contrast to FEM, there is no chance of
losing degrees of freedom with REM regardless of the sample size since 𝜇𝑖 is considered
random (Seo and Choi, 2016). Further, REM is appropriate if a sample (N) in a study is drawn
randomly from a large population and inferences are made from that sample (Baltagi, 2014).
However, this model is restrictive since it relies on a strong assumption of zero correlation
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between predictors (including the time-invariant covariates) and unobserved MFI
heterogeneity, which may not be the actual case in the current study dataset. Therefore, REM
may yield biased and inconsistent estimates if it fails to hold this standard assumption.

4.5.4 Statistical Tests to Decide between OLS, FEM and REM
4.5.4.1 F-Test for OLS and FEM
This study uses F-Test to check the presence of heterogeneity in the OLS model (Greene,
2012). This test compares pooled OLS with FEM and helps identify which model is better for
the study. The null hypothesis of this test is that the individual firm-specific effects are equal
to zero, H0: (𝜇−𝑖 = 0), meaning there is no presence of fixed effects and that pooled OLS is a
consistent model. The alternative hypothesis predicts that at least one individual firm or timespecific intercept is not zero. The study runs this test and discusses the results in Chapter 5.
4.5.4.2 Breusch-Pagan Lagrange Multiplier Test for OLS and REM
This study applies the Breusch-Pagan Lagrange Multiplier (LM) test to choose between pooled
OLS and REM. Breusch and Pagan (1980) use the null hypothesis for OLS and the alternative
hypothesis for REM. The null hypothesis of this test is that components of error variance in
the cross-sectional units or time periods equate to zero, H0: (𝜎𝜇2 = 0). If the test rejects the null
hypothesis, it can be concluded that the panel data has a significant presence of random
effects, and that the REM is more appropriate than pooled OLS to deal with heterogeneity
(Park, 2011). The results of this test are discussed in Chapter 5.
4.5.4.3 Hausman Test for FEM and REM
To decide between FEM and REM, this study performs a Hausman specification test that was
developed by Hausman (1978). The Hausman test is considered to check the basic
assumption of whether 𝜇𝑖 is correlated with regressors (Wooldridge, 2010) The test statistic
has an asymptotic 𝑋 2 distribution (Gujarati, 2004). The null hypothesis of this test is that 𝜇𝑖 is
random and uncorrelated with explanatory variables. If the test accepts the null hypothesis at
the p-value of >5% (i.e., insignificant), the conclusion is that REM is an appropriate model for
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this study. If it rejects the null hypothesis at <5% of p-value (i.e., significant), then FEM will be
an alternative estimation method for this study. The results of this test are discussed in
Chapter 5.

4.5.5 Dynamic Panel Generalised Method of Moments
Generalised Method of Moments (GMM) is a dynamic panel data estimation technique to
account for endogeneity issues in a study. Arellano and Bond (1991) at first introduced a GMM
estimator, but later on, it was developed by Arellano and Bover (1995) and Blundell and Bond
(1998). The estimator of Arellano and Bond uses the standard GMM approach of Hansen
(1982) and transforms all explanatory variables/regressors, usually by first differencing, and
is known as difference GMM. On the other hand, the estimator of Arellano and Bover/Blundell
and Bond arguments the estimator of Arellano and Bond by assuming further that the first
differences of instruments do not correlate with the firm fixed-effects, and builds a system of
two equations – level equation and first differenced equation – which is called system GMM
(Roodman, 2009).
Given the dynamic nature of the dataset in the current study, the researcher has considered
GMM as the primary econometric method of interest to address the dynamic relationship
between corporate governance and the TBL performance of MFIs. As discussed in the
systematic review section of Chapter 3, most of the prior empirical studies on microfinance
governance ignored endogeneity problems. These governance studies only used traditional
pooled OLS, instrumental variables (IV) and FEM/REM econometric techniques to estimate
the influence of internal and/or external corporate governance structure on MFI dual mission.
However, these approaches cannot tackle dynamic endogeneity (Wintoki et al., 2012).
Endogeneity arises from three potential sources: unobserved heterogeneity, reverse
causality/simultaneity, and dynamic endogeneity (Wintoki et al., 2012). These three sources
can seriously affect the statistical analysis of the current study that can be resolved by applying
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the GMM dynamic panel data estimator. The various sources of endogeneity and how they
affect the study are discussed below:
Unobserved heterogeneity/omitted variables: This source of endogeneity indicates that
some factors, which affect performance and explanatory variables are unobservable to the
researcher (Wintoki et al., 2012), for example, skills and ability of managers (Akbar et al.,
2017). Theory suggests that this is the case in the governance-performance relationship
(Wintoki et al., 2012). For instance, firms with highly able managers would recruit less
independent directors since a decrease in board monitoring would occur (Hermalin and
Weisbach, 1998). Furthermore, managerial ability - generally unobservable - can certainly
influence performance (Wintoki et al., 2012).
As discussed in Section 4.5.2 above, MFI business practices and managerial ability can
correlate with explanatory variables (e.g., corporate governance and control characteristics)
and influence the outcome variables (e.g., MFI TBL performance). These variables cannot be
included in the model since they are unobservable and difficult to quantify, and thus using OLS
will result in the omitted variable bias. Furthermore, some variables relating to non-tax shield,
tax impact and firm growth are measurable, but they are not observed or included in the current
study due to the data constraints (Kyereboah-Coleman, 2007b). For instance, MFIs with more
growth opportunities (an omitted variable) may improve their corporate governance practices
by hiring more independent and non-executive directors on the board, separating the CEO
chair role and enhancing audit quality to attract external fund/capital and thus improve
performance.
Traditional FEM estimation can perhaps mitigate the bias caused by unobserved firm-specific
heterogeneity. However, this model is inconsistent because it fails to accommodate the timeinvariant observable variables. In addition to that, corporate governance variables such as
board size and board independence are slow-changing and removing fixed effects can also
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remove most of the variation in the dataset (Love, 2011). Ignoring this problem may affect the
statistical inference of the study. As a result, a dynamic GMM panel model is more appropriate.
Reverse causality/simultaneity: This source of endogeneity points out that there is a
simultaneous relationship between dependent and explanatory variables, meaning variables
may concurrently affect each other. From an economic standpoint, simultaneity may occur in
the ownership/board structure-performance relation (Wintoki et al., 2012). It suggests that
governance structure does not only affect firm performance, but it is performance, which also
affects the firm’s governance structure, leading to reverse causality (Love, 2011).
This situation implies that governance and MFI TBL performance in this study are jointly
determined and hold a bidirectional relationship. For example, MFIs may adopt better
governance to achieve better future performance. Here, governance can work as a signalling
function of future performance for MFIs. Alternatively, MFIs with better performance may
decide to keep their current corporate governance structure. Similarly, poor performance
realisation may also lead to a change in their existing governance practices. Another example
of simultaneity is that social and commercial investors often invest with MFIs for social and
economic benefits, which may also induce better governance practices. In this case,
governance and TBL performance relations are simultaneous, and thus estimating OLS and
FEM will be biased (Wintoki et al., 2012).
Dynamic endogeneity: This source of endogeneity indicates that the current values of
variables may be influenced by their past values (Schultz et al., 2010). Accordingly, the current
values of explanatory and outcome variables are a function of the past values of firm
performance. For example, in the microfinance context, the past realisation of TBL
performance may influence the corporate governance mechanisms and MFI control
characteristics. Similarly, all performance dimensions' past values may also affect their
present values, indicating dynamic endogeneity. Corporate finance researchers have mainly
addressed two sources of endogeneity such as simultaneity and unobserved heterogeneity.
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However, the source of dynamic endogeneity that stems from the past values of firm
performance is often overlooked (explicitly or implicitly), resulting in serious consequences for
statistical inference (Wintoki et al., 2012).
Therefore, if the current observations of regressors and predicted variables are related to the
past observations of the TBL performance in this study, then using OLS and FEM/REM may
produce biased estimations (Abdallah et al., 2015; Ntim et al., 2015; Wintoki et al., 2012;
Wooldridge, 2010). Like OLS, FEM holds a strong exogeneity assumption that the present
values of predictors are independent of past values of predicted variables, which is argued to
be unrealistic (Wintoki et al., 2012). To deal with this situation, estimating two-stage least
squares (2SLS), referred to as IV, could be a preferred method, but it requires relevant
external exogenous instruments that are difficult to come by (Abdallah et al., 2015). Arguably,
the traditional IV approach fails to recognise valid instruments for endogenous variables
(Flannery and Hankins, 2013). Further, the presence of heteroskedasticity makes the standard
IV estimator inefficient (Baum et al., 2003). In these circumstances, GMM is a suitable
estimator for the current study since it uses past values of predictors and predicted variables
as valid internal instruments, thereby eliminating the need for external instruments (Ntim et
al., 2015).
Based on the above arguments, this study will use GMM to capture a dynamic association
between MFI governance and TBL performance measures. It will employ system GMM in
preference to difference GMM due to several advantages. First, system GMM can tackle all
three potential endogeneity sources and yield consistent outcomes (Akbar et al., 2017).
Second, It accommodates time-invariant regressors, which would disappear in the difference
GMM (Roodman, 2009). Third, it is a suitable method for “large N” (many entities) and “small
T” (a few time periods). Fourth, It allows for more instrument variables to improve efficiency
(Roodman, 2009). Fifth and Final, system GMM generates better results from unbalanced
panel data as opposed to difference GMM, which magnifies the sample gaps (Dahir et al.,
2018; Roodman, 2009). Since the current study has unbalanced panel data with some gaps,
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using the system GMM will reduce potential data losses. This is because system GMM applies
“forward orthogonal deviations” to deduct the average of all future available values of a
variable with missing observations.
Furthermore, there are two types of system GMM; one-step system GMM (known as the firstorder transformation) and two-step system GMM (known as the second-order transformation).
One-step system GMM assumes that error terms are independent and homoskedastic across
entities and times. In contrast, the two-step system GMM relaxes the homoskedasticity
assumption and takes the one-step system's residuals to estimate the variance-covariance
matrix consistently (Saini and Singhania, 2018). This study will apply the two-step system
GMM proposed by Blundell and Bond (1998) with Windmiejer’s (2005) robust standard error
for finite sample bias correction to estimate asymptotically more efficient results than the onestep system.

4.5.6 GMM Model Specification
The dynamic nature of governance and firm performance, as suggested by Wintoki et al.
(2012), indicates that past performance and other firm-level characteristics can influence the
governance structure. For this reason, a model for the dynamic relationship can be expressed
as follows:
𝐶𝐺𝑀𝑖𝑡 = 𝑓(𝑇𝐵𝐿𝑃𝑖𝑡−1 , … . , 𝑇𝐵𝐿𝑃𝑖𝑡−𝑝 , 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 , η𝑖 , 𝜀𝑖𝑡 )

P = 1 Eq. (5)

Here, CGM indicates corporate governance variables of MFIs 𝒊 and at time 𝒕. TBLP represents
the TBL performance, p indicates the total number of lags and Controls represents all control
variables under study.
Based on the assumption about the dynamic nature of corporate governance practices and
the triple mission of MFIs, the study has developed a model suggested by Wintoki et al. (2012).
Hence, the second equation suggests that any estimation about the influence of corporate
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governance mechanisms on MFIs TBL performance must be expressed using the following
model:
𝑇𝐵𝐿𝑃𝑖𝑡 = 𝑓(𝑇𝐵𝐿𝑃𝑖𝑡−1 , … . , 𝑇𝐵𝐿𝑃𝑖𝑡−𝑝 , 𝐶𝐺𝑀𝑖𝑡 , 𝐶𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖𝑡 , η𝑖 , 𝜀𝑖𝑡 ) Eq. (6)
In line with Nguyen et al. (2014) and Thrikawala et al. (2017) and based on the results
presented in Chapter 5, this research uses one year lag of all dependent variables
(e.g., 𝑇𝐵𝐿𝑃𝑖𝑡−1 ) to construct a complete dynamic estimation in the dynamic panel model. In
the above equations, P = 1 represents one year lag of all dependent variables. When P = 1,
the study proposes the final baseline models, which are as follows:
𝑇𝐵𝐿𝑃𝑖𝑡 = 𝛼+ 𝛾𝑇𝐵𝐿𝑃𝑖𝑡−1 + 𝛽1 𝐿𝑛𝐵𝑆𝑖𝑧𝑒𝑖𝑡 + 𝛽2 𝐵𝐺𝐷𝑖𝑡 + 𝛽3 𝐵𝐷𝐼𝑁𝐷𝑖𝑡 + 𝛽4 𝐶𝐸𝑂𝐷𝐿𝑖𝑡 + 𝛿1 𝑅𝐸𝐺𝑖𝑡 +
𝛿2 𝐿𝑛𝑀𝐹𝑆𝑖𝑡 + 𝛿3 𝑀𝐹𝐴𝑔𝑒𝑖𝑡 + 𝑌𝐷𝑈𝑀 + 𝐶𝐷𝑈𝑀 + η𝑖 , 𝜀𝑖𝑡

Eq. (7)

𝑇𝐵𝐿𝑃𝑖𝑡 = 𝛼+ 𝛾𝑇𝐵𝐿𝑃𝑖𝑡−1 + 𝛽1 𝑁𝐺𝑂𝑖𝑡 + 𝛽2 𝐶𝑂𝑂𝑃𝑖𝑡 + 𝛽3 𝐵𝑁𝐾𝑖𝑡 + 𝛽4 𝑁𝐵𝐹𝐼𝑖𝑡 + 𝛿1 𝑅𝐸𝐺𝑖𝑡 +
𝛿2 𝐿𝑛𝑀𝐹𝑆𝑖𝑡 + 𝛿3 𝑀𝐹𝐴𝑔𝑒𝑖𝑡 + 𝑌𝐷𝑈𝑀 + 𝐶𝐷𝑈𝑀 + η𝑖 , 𝜀𝑖𝑡

Eq. (8)

𝑇𝐵𝐿𝑃𝑖𝑡 = 𝛼+ 𝛾𝑇𝐵𝐿𝑃𝑖𝑡−1 + 𝛽1 𝐵𝑖𝑔 − 4 𝐴𝑈𝐷𝑖𝑡 + 𝛿1 𝑅𝐸𝐺𝑖𝑡 + 𝛿2 𝐿𝑛𝑀𝐹𝑆𝑖𝑡 + 𝛿3 𝑀𝐹𝐴𝑔𝑒𝑖𝑡 + 𝑌𝐷𝑈𝑀 +
𝐶𝐷𝑈𝑀 + η𝑖 , 𝜀𝑖𝑡

Eq. (9)

𝑇𝐵𝐿𝑃𝑖𝑡 = 𝛼+ 𝛾𝑇𝐵𝐿𝑃𝑖𝑡−1 + 𝛽1 𝐷𝐸𝑅𝑖𝑡 + 𝛿1 𝑅𝐸𝐺𝑖𝑡 + 𝛿2 𝐿𝑛𝑀𝐹𝑆𝑖𝑡 + 𝛿3 𝑀𝐹𝐴𝑔𝑒𝑖𝑡 + 𝑌𝐷𝑈𝑀 + 𝐶𝐷𝑈𝑀 +
η𝑖 , 𝜀𝑖𝑡

Eq. (10)

Where Eq. (7) is designed for board characteristics and MFI TBL performance; Eq. (8) is
designed for ownership types and MFI TBL performance; Eq. (9) is designed for audit quality
and MFI TBL performance and; Eq. (10) is designed for capital structure and MFI TBL
performance. The subscript 𝑖 stands for MFI observations, and the subscript 𝑡 stands for the
year from 2009 to 2016. 𝑖𝑡 − 1 refers to one year lag of all measures of TBL performance.
Furthermore, 𝛼 refers to the population intercept and 𝛽1 refers to the estimated coefficients of
corporate governance variables 𝛿1 is the vector of control variables. The notations are defined
in Table 4.4 above.
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4.6 Chapter Summary
This chapter describes the methodology deployed in this research. More specifically, it
discusses the research design with research philosophy and the methodological approach of
this study. The choice of research methodology to answer the research questions and achieve
the study aim has been justified in this chapter. It then describes panel data collection with
sampling. It defines explanatory and outcome variables with referenced justifications for their
selection in the study. It discusses various data analysis tools such as OLS, FEM and REM
with their model specifications and some statistical tests performed to choose between these
tools. Finally, the chapter discusses the choice of GMM over other panel data estimators by
explaining how various sources of endogeneity affect the current study.
The next chapter presents empirical results and discusses the dynamic association between
corporate governance mechanisms and TBL performance of MFIs in South Asia by using
GMM and performing some robustness tests.
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CHAPTER 5: EMPIRICAL RESULTS AND DISCUSSION
5.0 Introduction
This chapter aims to present and discuss the empirical results derived from various statistical
methods. The corporate governance -TBL performance relationship results will be discussed
in connection with four research objectives/questions highlighted in Chapter 1 above. There
are several sections incorporated into the current chapter. Section 5.1 discusses the results
of descriptive statistics for all variables under study. Section 5.2 runs diagnostic tests. Section
5.3 shows the mean differences of ownership types. Section 5.4 discusses the empirical
results obtained from GMM. Section 5.5 concludes the chapter.

5.1. Descriptive Statistics
Table (5.1) presents the descriptive statistics of all dependent, independent and control
variables under study. Regarding the financial performance, the table suggests that the
selected MFIs have around 1.32% of return on assets (ROA) on average with a minimum
value of -70.1% and a maximum value of 1.69%. The mean value of OSS is 113.7%.
Regarding the social outreach variable, the average number of loan borrowers (NAB) is
433895, with the minimum being 52 and the maximum being 7290000. These values are
slightly higher than those (i.e., Mean = 9.81, Min = 3.22 and Max = 15.6) of Thrikawala et al.
(2017), who studied governance and dual mission of MFIs in India and Sri Lanka. However,
these results indicate that some MFIs have a higher number of active borrowers than others
due to their market experience (Mori and Mersland, 2014). The mean value for the depth of
social outreach (ALB/GNI) performance is 19.2%. Finally, the average environmental
performance score for all MFIs (EPI) is 1.23, respectively.
Regarding the board characteristics, the average number of directors sitting in the boardroom
is just over 8, which is in line with the findings of Mersland and Storm (2009). They reported
that the average board size is 7-9 for most of the global MFIs. Regarding the board gender
diversity (BGD), the table shows that an average of 26.3% of total board seats is occupied by
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female directors. This value is lower than that of Bibi et al. (2018a), who found an average of
32.8% of female board directors for 101 MFIs in South Asia. The proportion of independent
directors on boards is just under 70.9% on average, similar to Thrikawala et al.’s (2017) recent
study carried out in India and Sri Lanka.
On average, 14.1% of selected MFIs have a CEO who plays the role of a chairman at the
same time (CEODL) which is much lower than that of Saeed et al. (2018), who found an
average of 69.8% of CEOs hold a dual role for South Asian MFIs. Their sample includes only
43 MFIs for a period between 2005 and 2009. The average percentages of various MFI
ownership types are; 47.2% for NGO, 2.6% for cooperative, around 13.7% for BNK and 34%
for NBFI, respectively. Overall, the results suggest that most of the sampled MFIs hold NGO
ownership status, followed by NBFI ownership in the South Asian countries. About 40% of the
selected MFIs have a Big-4 audit firm or its local affiliates (Big-4 AUD). As for the capital
structure, the results show an average mean value of 5.42 for the debt to equity ratio (DER).
For control variables used in this study, the mean value of total sampled MFIs regulated (REG)
by a banking authority is just over 72%. The average logarithm of MFI assets (LnMFS) is
17.03, and the average age of all MFIs (MFAGE) is 16.20 years which is relatively higher than
the results of Hartarska and Nadolnyak (2007), who found an average age of global MFIs is
roughly nine years.
Table 5.1: Descriptive Statistics
Variables

Obs.

Mean

Std.Dev.

Min

Max

ROA

922

0.0132

0.107

-0.701

1.690

OSS

936

1.137

0.299

0.0734

2.582

NAB

935

433895

1122498

52

7290000

ALB/GNI

925

0.192

0.276

0.0153

3.082

EPI

874

1.228

1.127

0

4

943

8.220

3.600

2

27

Dependent

Independent
BSIZE
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BGD

943

0.263

0.217

0

1

BDIND

935

0.709

0.221

0

1

CEODL

947

0.141

0.349

0

1

NGO

947

0.472

0.499

0

1

COOP

947

0.0264

0.160

0

1

BNK

947

0.137

0.344

0

1

NBFI

947

0.341

0.474

0

1

Big-4 AUD

926

0.408

0.492

0

1

DER

925

5.417

17.23

-183.2

364.7

REG

947

0.720

0.449

0

1

LnMFS

938

17.03

1.991

10.87

24.95

MFAGE

944

16.20

10.25

1

45

Control

Notes: This table presents results of descriptive statistics for dependent, independent and control variables. The
notations are defined as follows: ROA = return on assets; OSS = operational self-sufficiency; NAB = number of
active borrowers; ALB/GNI = average loan balance per borrowers to gross national income; EPI = environmental
performance index; BSIZE = board size; BGD = board gender diversity; BDIND = independent and non-executive
directors; CEODL = CEO duality; NGO = non-governmental organisation; COOP = credit union/ cooperative
organisation; BNK = shareholder banking organisation; NBFI = non-banking financial institution; Big-4 AUD = Big4 audit company or their associate partner; DER = debt to equity ratio; REG = regulation; LnMFS = the natural
logarithm of MFI size; MFAGE = MFI age. Year and country dummies were not included in the table. Data presented
in this table are raw data except otherwise it is mentioned as “Ln”.

5.2 Diagnostic Tests and Results for Panel Data
5.2.1 Multicollinearity Test through Pearson Correlation Matrix and Variance
Inflation Factor (VIF)
Multicollinearity is a phenomenon that indicates a high correlation between two or more
predictor variables in a linear regression model. A high correlation coefficient can make it more
difficult in specifying a correct regression model and affect the statistical power of the analysis.
This study has performed both the Pearson correlation matrix and Variance Inflation Factor
(VIF) to detect multicollinearity among explanatory variables. The rule of thumb of the Pearson
correlation test is that when the correlation coefficient between the regressors is 0.80 or above,
there becomes a multicollinearity problem (Gujarati, 2004) that can affect the overall results
of the study (Akbar et al., 2017). Similarly, when a static value of VIF exceeds the threshold
of 10, this indicates that there is high multicollinearity in the model (Hair et al., 2010).
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As reported in Tables 5.2, 5.3, 5.4 and 5.5 below, all coefficient values in the correlation matrix
show a low degree of multicollinearity among predictors used in this study. As shown in Table
5.3, the only closest coefficient value of 0.72 is found between NGO and NBFI, which is still
lower than the threshold of 0.80. This correlation is also confirmed by the VIF test, in which
the values for both NGO (7.80) and NBFI (7.52) may be a minor collinearity issue, but they
are lower than the maximum level of 10. It has occurred perhaps due to the higher number of
NGOs and NBFIs dominating the market of the South Asian region, thereby occupying a large
part of the study sample. This correlation may moderately affect the regression results. Hence,
to be on the safe side, the current study will perform a separate model to eliminate any possible
multicollinearity resulting from a strong correlation (Mia and Lee, 2017). However, other than
these two variables, the static VIF values for all other predictors are much lower, showing no
serious multicollinearity problem in this study.
It is worth mentioning that the Pearson correlation results in all tables below suggest a strong
positive correlation between ROA and OSS (two dependent variables of financial
performance) with a coefficient value of just over 0.83, which is similar to the findings of Leite
et al. (2019). This correlation implies that South Asian MFIs with increased ROA remain more
operationally self-sufficient, indicating their financial sustainability. However, it must be noted
that these are the dependent variables and will not affect the regression estimations. The
second high correlation coefficient (>0.81) has occurred between LnMFS (control variable)
and LnNAB (dependent variable) in all tables below. This coefficient level indicates a strong
association between LnMFS and LnNAB, but these are the dependent and control variables
that will also not affect the regression results.
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Table 5.2: Pearson Correlation Coefficients and Variance Inflation Factor (VIF) for Board Characteristics and the TBL Performance of MFIs
Variables

ROA

ROA

1.000

OSS

0.837***

1.000

LnNAB

0.262***

0.316***

1.000

0.002

0.021

0.039

1.000

EPI

0.024

0.068**

0.240***

0.177***

1.000

LnBSIZE

0.036

0.003

0.117***

0.132***

0.155***

1.000

BGD

0.035

0.031

-0.098***

0.159***

0.116***

0.268***

1.000

BDIND

0.040

0.059*

0.049

0.266***

0.233***

0.447***

0.260***

1.000

-0.134***

0.102***

-0.198***

-0.099***

-0.198***

1.000

LnALB/GNI

OSS

LnNAB

LnALB/GNI

EPI

LnBSIZE

BGD

BDIND

CEODL

REG

LnMFS

MFAGE

CEODL

0.036

0.032

0.197***

REG

-0.009

0.004

0.325***

0.174***

-0.004

-0.004

-0.210***

0.008

0.122***

1.000

LnMFS

0.296***

0.364***

0.810***

0.322***

0.290***

0.198***

0.014

0.170***

0.089**

0.301***

1.000

MFAGE

0.230***

0.182***

0.206***

0.297***

0.242***

0.331***

0.438***

0.331***

-0.050

0.139***

0.336***

1.000

1.530

1.480

1.600

1.160

1.350

1.350

2.630

VIF

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are defined as follows: ROA = return on assets; OSS = operational
self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national
income; EPI = environmental performance index; LnBSIZE = the natural logarithm of board size; BGD = board gender diversity; BDIND = independent and non-executive directors;
CEODL = CEO duality; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age.
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Table 5.3: Pearson Correlation Coefficients and Variance Inflation Factor (VIF) for Ownership Types and the TBL Performance of MFIs
Variables

ROA

OSS

LnNAB

LnALB/GNI

EPI

NGO

ROA

1.000

OSS

0.837***

1.000

LnNAB

0.261***

0.316***

1.000

LnALB/GNI

-0.001

0.016

0.039

1.000

EPI

0.024

0.068**

0.241***

0.175***

1.000

0.110***

0.253***

1.000

COOP

BNK

NBFI

REG

NGO

0.041

0.005

-0.208***

COOP

-0.012

-0.051

-0.134***

-0.088**

0.049

0.009

1.000

BNK

-0.024

-0.060*

0.159***

0.269***

-0.063*

-0.375***

-0.051

1.000

NBFI

-0.040

0.019

0.094***

-0.335***

-0.258***

-0.721***

-0.097***

-0.271***

1.000

0.180***

-0.005

-0.287***

-0.038

0.167***

0.232***

1.000

LnMFS

MFAGE

REG

-0.011

-0.001

0.324***

LnMFS

0.294***

0.362***

0.809***

0.323***

0.289***

-0.127***

-0.167***

0.272***

-0.065*

0.304***

1.000

MFAGE

0.227***

0.178***

0.207***

0.297***

0.245***

0.407***

0.016

-0.116***

-0.376***

0.143***

0.338***

1.000

7.800

1.330

4.700

7.520

1.730

1.500

2.230

VIF

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are defined as follows: ROA = return on assets; OSS = operational
self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national
income; EPI = environmental performance index; NGO = non-governmental organisation; COOP = credit union/ cooperative organisation; BNK = shareholder banking organisation;
NBFI = non-banking financial institution; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age.
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Table 5.4: Pearson Correlation Coefficients and Variance Inflation Factor (VIF) for Audit Quality and the TBL Performance of MFIs
Variables

ROA

OSS

LnNAB

LnALB/GNI

ROA

1.000

OSS

0.837***

1.000

LnNAB

0.262***

0.318***

1.000

LnALB/GNI

0.004

0.025

0.037

1.000

EPI

0.024

0.068**

0.241***

0.173***

1.000

Big-4 AUD

-0.073**

-0.018

0.214***

0.109***

0.084**

1.000

REG

-0.006

0.009

0.326***

0.171***

-0.006

-0.080**

1.000

LnMFS

0.298***

0.367***

0.809***

0.320***

0.289***

0.254***

0.301***

1.000

MFAGE

0.232***

0.186***

0.211***

0.293***

0.244***

-0.119***

0.134***

0.339***

1.000

1.390

1.270

1.440

2.280

VIF

EPI

Big-4 AUD

REG

LnMFS

MFAGE

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are defined as ROA = return on assets; OSS = operational selfsufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national income;
EPI = environmental performance index; Big-4 AUD = Big-4 audit company or their associate partner; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE =
MFI age.
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Table 5.5: Pearson Correlation Coefficients and Variance Inflation Factor (VIF) for Capital Structure and the TBL Performance of MFIs
Variables

ROA

OSS

LnNAB

LnALB/GNI

ROA

1.000

OSS

0.840***

1.000

LnNAB

0.259***

0.310***

1.000

LnALB/GNI

-0.004

0.015

0.034

1.000

EPI

0.021

0.060*

0.233***

0.172***

1.000

DER

-0.005

-0.099***

0.038

0.066*

0.058*

1.000

REG

-0.015

-0.006

0.320***

0.177***

-0.009

-0.063*

1.000

LnMFS

0.293***

0.357***

0.816***

0.311***

0.280***

-0.011

0.305***

1.000

MFAGE

0.224***

0.177***

0.202***

0.289***

0.246***

0.001

0.136***

0.330***

1.000

1.040

1.280

1.240

2.100

VIF

EPI

DER

REG

LnMFS

MFAGE

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% significance levels, respectively. The notations are defined as: ROA = return on assets; OSS =
operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; DER = debt to equity ratio; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age.
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5.2.2 Test of Auto/Serial Correlation
To check whether there is a presence of cross-sectional correlation in the dataset, this study
runs the Wooldridge Auto/Serial Correlation test (Wooldridge, 2002, 2010), which is
appropriate for panel data (Palaniappan, 2017). The null hypothesis of this test is that there is
no serial correlation. However, the results presented in Table 5.6 below has strongly rejected
the null hypothesis at p-value = 0.0000 in all regression models, indicating the first-order serial
correlation in the study. It implies that the standard assumption of pooled OLS about noautocorrelation, as discussed in Chapter 4, has been violated. In these circumstances, the
regression results of OLS can seriously suffer from the autocorrelation problem. Hence, FEM
or the Generalised Least Square (GLS)/REM can be a preferable panel data estimator to
control for this problem (Kabir and Thai, 2017). The results also support the choice of dynamic
panel GMM as a robust approach to serial correlation.
Table 5.6: Wooldridge Test for Auto/Serial Correlation
Regression

TBL Performance

H0: No Serial

Models

Indicators

Correlation

ROA

Model-1

Model-2

Model-3

P-value

F-stats.

Results

Rejected

0.0000

17.782

Serial correlation

OSS

Rejected

0.0000

93.109

Serial correlation

LnNAB

Rejected

0.0000

85.226

Serial correlation

LnALB/GNI

Rejected

0.0000

54.520

Serial correlation

EPI

Rejected

0.0000

67.211

Serial correlation

ROA

Rejected

0.0000

20.076

Serial correlation

OSS

Rejected

0.0000

107.71

Serial correlation

LnNAB

Rejected

0.0000

105.36

Serial correlation

LnALB/GNI

Rejected

0.0000

56.942

Serial correlation

EPI

Rejected

0.0000

62.390

Serial correlation

ROA

Rejected

0.0000

19.299

Serial correlation

OSS

Rejected

0.0000

106.88

Serial correlation

LnNAB

Rejected

0.0000

103.08

Serial correlation

LnALB/GNI

Rejected

0.0000

55.638

Serial correlation

EPI

Rejected

0.0000

61.365

Serial correlation
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Model-4

ROA

Rejected

0.0000

18.738

Serial correlation

OSS

Rejected

0.0000

94.529

Serial correlation

LnNAB

Rejected

0.0000

86.426

Serial correlation

LnALB/GNI

Rejected

0.0000

56.809

Serial correlation

EPI

Rejected

0.0000

60.350

Serial correlation

Notes: This table presents the results of the Wooldridge test for auto/serial correlation. The notations are defined
as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the
number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index. Model-1 is for board characteristics and MFI TBL
performance; Model-2 is for ownership types and MFI TBL performance; Model-3 is for audit quality and MFI TBL
performance and; Model-4 is for capital structure and MFI TBL performance.

5.2.3 Test of Heteroskedasticity
Heteroskedasticity indicates that the variance of the error term is unequal across all
observations in a dataset. This study performs the Breusch-Pagan/Cook-Weisberg test for
Heteroskedasticity (Pillai and Al-Malkawi, 2018; Sheikh et al., 2018). This test's null hypothesis
is that the variance of errors across all independent variables is constant (homoskedasticity).
However, as shown in Table 5.7 below, the test results have rejected the null hypothesis for
all TBL performance measures at the p-value = 0.0000, suggesting the presence of
heteroskedasticity in all models. Thus, the results violate the homoskedasticity assumption of
OLS. The only variables that relate to OSS for financial performance in all models and
LnALB/GNI for the depth of social outreach performance in model-4 justify the existence of
homoskedasticity.
Table 5.7: Breusch-Pagan/Cook-Weisberg Test for Heteroskedasticity
P-value

Chi2(1)

Results

Rejected

0.0000

147.37

Heteroskedasticity

OSS

Accepted

0.7459

0.1100

Homoskedasticity

LnNAB

Rejected

0.0000

279.85

Heteroskedasticity

LnALB/GNI

Rejected

0.0000

12.250

Heteroskedasticity

EPI

Rejected

0.0000

27.920

Heteroskedasticity

ROA

Rejected

0.0000

149.72

Heteroskedasticity

OSS

Accepted

0.1894

1.7200

Homoskedasticity

LnNAB

Rejected

0.0000

268.78

Heteroskedasticity

LnALB/GNI

Rejected

0.0000

18.250

Heteroskedasticity

Regression

TBL

Models

Indicators

Variance

ROA

Model-1

Model-2

Performance

H0:

Constant
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Model-3

Model-4

EPI

Rejected

0.0003

13.200

Heteroskedasticity

ROA

Rejected

0.0000

159.28

Heteroskedasticity

OSS

Accepted

0.7307

0.1200

Homoskedasticity

LnNAB

Rejected

0.0000

162.66

Heteroskedasticity

LnALB/GNI

Rejected

0.0056

7.6600

Heteroskedasticity

EPI

Rejected

0.0001

16.280

Heteroskedasticity

ROA

Rejected

0.0000

147.67

Heteroskedasticity

OSS

Accepted

0.4471

0.5800

Homoskedasticity

LnNAB

Rejected

0.0000

276.66

Heteroskedasticity

LnALB/GNI

Accepted

0.0624

3.4700

Homoskedasticity

EPI

Rejected

0.0000

21.880

Heteroskedasticity

Notes: This table presents the results of the Breusch-Pagan/Cook-Weisberg test for heteroskedasticity. The
notations are defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural
logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per
borrowers to gross national income; EPI = environmental performance index. Model-1 is for board characteristics
and MFI TBL performance; Model-2 is for ownership types and MFI TBL performance; Model-3 is for audit quality
and MFI TBL performance and; Model-4 is for capital structure and MFI TBL performance.

The presence of heteroskedasticity in almost all models indicates that the static panel and
standard IV approaches are not efficient estimators as it weakens the statistical power of these
methods. Further, It invalidates their standard errors and test statistics (Bascle, 2008).
Therefore, this study follows Gujarati (2003) and uses a robust standard option in the
regression models to overcome the heteroskedasticity issue. However, GMM is a better option
to choose for unbiased estimates since it is asymptotically more efficient than the traditional
IV approach in the presence of heteroskedasticity (Baum et al., 2003).

5.2.4 Test of Normality
As discussed in Chapter 4, the OLS regression model assumes a normal distribution of data
in a study. Violation of normality assumption can invalidate the estimates of OLS or any other
parametric tests. Therefore, it is essential to check whether data for the variables of interest
have a normal distribution in the sample. There are various statistical tests and visual graphs
available for checking data normality (Tabachnick and Fidell, 2013). For example, ShapiroWilk test, Kolmogorov-Smirnov test, box plot, Jarque Bera test, Q-Q Plot, skewness and
kurtosis, mean with standard deviation, histogram, etc. This study has applied the ShapiroWilk test for testing the data normality assumption of OLS. This test is more powerful than the
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Kolmogorov-Smirnov test for panel data. It has also been used by other studies in the field of
microfinance (e.g., Allet and Hudon, 2015; Boubacar, 2018; Quayes, 2012).
Table 5.8: Shapiro-Wilk Test for Normality
Variables

Obs.

W

V

z

Prob>z

ROA

922

0.4866

300.7210

14.0840

0.0000

OSS

936

0.9308

41.1020

9.1780

0.0000

NAB

935

0.3926

360.3630

14.5390

0.0000

ALB/GNI

925

0.3667

372.0670

14.6110

0.0000

EPI

874

0.9740

14.4880

6.5840

0.0000

BSIZE

943

0.8328

99.9890

11.3770

0.0000

BGD

943

0.9469

31.7450

8.5420

0.0000

BDIND

935

0.8755

73.8700

10.6250

0.0000

CEODL

947

0.9882

7.0520

4.8270

0.0000

NGO

947

0.9998

0.1220

-5.1980

1.0000

COOP

947

0.9255

44.6990

9.3890

0.0000

BNK

947

0.9877

7.3570

4.9310

0.0000

NBFI

947

0.9982

1.0520

0.1260

0.4499

Big-4 AUD

926

0.9993

0.4330

-2.0670

0.9806

DER

925

0.3170

401.2160

14.7970

0.0000

REG

947

0.9979

1.2910

0.6320

0.2637

LnMFS

938

0.9816

10.9620

5.9140

0.0000

MFAGE

944

0.9429

34.1760

8.7250

0.0000

Notes: This table presents the results of the Shapiro-Wilk test for normality. The notations are defined as follows:
BSIZE = board size; BGD = board gender diversity; BDIND = independent and non-executive directors; CEODL =
CEO duality; NGO = non-governmental organisation; COOP = credit union/ cooperative organisation; BNK =
shareholder banking organisation; NBFI = non-banking financial institution; Big-4 AUD = Big-4 audit company or
their associate partner; DER = debt to equity ratio; ROA = return on assets; OSS = operational self-sufficiency;
NAB = number of active borrowers; ALB/GNI = average loan balance per borrowers to gross national income; EPI
= environmental performance index; REG = regulation; LnMFS = the natural logarithm of MFI size. Data presented
in this table are raw data except otherwise it is mentioned as “Ln”. The “V” values indicate the extent to which data
deviate from normality. The Shapiro-Wilk test reports data under the test statistics “W”. The prob>z values less
than 5% indicate data non-normality.

The null hypothesis of the Shapiro-Wilk test is that the distribution of sample observations for
variables is normal. However, the results reported in Table 5.8 above have rejected the null
hypothesis at a p-value of less than 5%, confirming that the data in this study do not follow a
normal distribution, thus violating the normality assumption of OLS. The study has further
checked each variable's histogram for visual inspection and finds a distributional deviation of
data from normality (see Appendix 4). Data non-normality is usual in a study like this one, but
130

it is not problematic if the sample size is 100 observations or over (Gujarati, 2004; Tabachnick
and Fidell, 2013). However, to minimise data non-normality, this study transforms some
variables into a natural logarithm form (see Appendix 3). Further, to reduce the effect of
extreme values (outliers), the study also winsorises some continuous variables at the 1 st and
99th percentiles (Zhou et al., 2014).

5.2.5 Tests to Choose between OLS and REM or FEM
Table 5.9 below presents the Breusch-Pagan Lagrange Multiplier (LM) test results to choose
between OLS and REM for the current study. The null hypothesis of this test is that there is
no presence of random effect in the dataset. If this assumption is valid, then the standard
pooled OLS model is an appropriate estimator for this research. However, the results have
rejected the null hypothesis at the p-value = 0.0000 in all models. Therefore, the test supports
the choice of REM over OLS for the panel dataset of this study.
Table 5.9: Breusch-Pagan Lagrange Multiplier Test for OLS vs. REM and F-Test for OLS vs.
FEM
Breusch-Pagan Lagrange Multiplier Test Results

F-Test
Results

Regression

TBL

Models

Indicators

Model-1

Model-2

Model-3

Performance

H0: No

P-value

Chi2(1)

OLS

OLS vs. FEM

Random

vs.

(P-value)

Effects

REM

ROA

Rejected

0.0000

448.22

REM

0.0000 FEM

OSS

Rejected

0.0000

569.06

REM

0.0000 FEM

LnNAB

Rejected

0.0000

1574.2

REM

0.0000 FEM

LnALB/GNI

Rejected

0.0000

990.02

REM

0.0000 FEM

EPI

Rejected

0.0000

1019.7

REM

0.0000 FEM

ROA

Rejected

0.0000

488.78

REM

0.0000 FEM

OSS

Rejected

0.0000

609.15

REM

0.0000 FEM

LnNAB

Rejected

0.0000

1577.5

REM

0.0000 FEM

LnALB/GNI

Rejected

0.0000

851.62

REM

0.0000 FEM

EPI

Rejected

0.0000

987.90

REM

0.0000 FEM

ROA

Rejected

0.0000

474.26

REM

0.0000 FEM

OSS

Rejected

0.0000

588.88

REM

0.0000 FEM

LnNAB

Rejected

0.0000

1612.7

REM

0.0000 FEM

131

Model-4

LnALB/GNI

Rejected

0.0000

1014.5

REM

0.0000 FEM

EPI

Rejected

0.0000

1118.5

REM

0.0000 FEM

ROA

Rejected

0.0000

505.06

REM

0.0000 FEM

OSS

Rejected

0.0000

594.19

REM

0.0000 FEM

LnNAB

Rejected

0.0000

1640.0

REM

0.0000 FEM

LnALB/GNI

Rejected

0.0000

998.98

REM

0.0000 FEM

EPI

Rejected

0.0000

1081.4

REM

0.0000 FEM

Notes: This table presents the results of the Breusch-Pagan Lagrange Multiplier test for OLS and REM and F-test
for OLS and FEM. The notations are defined as follows: ROA = return on assets; OSS = operational self-sufficiency;
LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the natural logarithm of average
loan balance per borrowers to gross national income; EPI = environmental performance index. Model-1 is for board
characteristics and MFI TBL performance; Model-2 is for ownership types and MFI TBL performance; Model-3 is
for audit quality and MFI TBL performance and; Model-4 is for capital structure and MFI TBL performance.

As regards the F-test, the results reported in Table 5.9 above also support the choice of FEM
over OLS. The test has rejected the null hypothesis at less than 5% of the p-value, indicating
the presence of fixed effects in the panel data of this study. Therefore, it is concluded that the
study is better off with FEM than OLS.

5.2.6 Test to Choose between REM and FEM
This study performs the Hausman (1978) Specification test suggested by Gujarati (2003) to
determine whether REM or FEM is an appropriate panel data analysis technique. The null
hypothesis of this test is that REM is more efficient than FEM. The results presented in Table
5.10 support the choice of both models.
Table 5.10: Hausman Specification Test for REM and FEM
Chi2

Regression

TBL Performance

H0: No Correlation between

P-

Models

Indicators

Errors and Regressors

value

ROA

Rejected

0.0000

52.17

FEM

OSS

Rejected

0.0005

39.93

FEM

LnNAB

Rejected

0.0000

88.15

FEM

LnALB/GNI

Accepted

0.8338

8.11

REM

EPI

Accepted

0.7328

11.28

REM

ROA

Rejected

0.0000

36.59

FEM

OSS

Accepted

0.1008

18.52

REM

LnNAB

Rejected

0.0000

72.39

FEM

LnALB/GNI

Rejected

0.0119

25.70

FEM

EPI

Accepted

0.8742

5.99

REM

Model-1

Model-2
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REM vs.
FEM

Model-3

Model-4

ROA

Rejected

0.0001

37.66

FEM

OSS

Rejected

0.0290

21.45

FEM

LnNAB

Rejected

0.0000

16.96

FEM

LnALB/GNI

Accepted

0.4783

95.8

REM

EPI

Accepted

0.6561

86.3

REM

ROA

Rejected

0.0000

44.53

FEM

OSS

Rejected

0.0002

37.72

FEM

LnNAB

Rejected

0.0000

43.30

FEM

LnALB/GNI

Accepted

0.2787

14.35

REM

EPI

Accepted

0.5116

11.20

REM

Notes: This table presents the results of the Hausman Specification test for REM and FEM. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index. Model-1 is for board characteristics and MFI TBL
performance; Model-2 is for ownership types and MFI TBL performance; Model-3 is for audit quality and MFI TBL
performance and; Model-4 is for capital structure and MFI TBL performance.

However, the test mostly fails to reject the null hypothesis of zero correlation between errors
and regressors at less than 5% significance level, supporting the choice of FEM. On the other
hand, the test confirms REM's appropriateness for environmental performance across all
models and the LnALB/GNI measure of social outreach performance in models 1, 3 and 4.
Furthermore, REM is suitable for the OSS measure of financial performance in model 2. It is
crucial to point out that the time-constant variables like ownership types in model 2 and audit
quality in model 3 are omitted or wiped out when estimating FEM regression. In such
circumstances, an alternative to FEM is REM for this study (Pathan, 2009). The results of both
regression models also suggest higher R-squared values for REM in comparison to FEM.

5.2.7 Test of Endogeneity for Regressors
Before choosing GMM over other estimation tools, it is crucial to perform a formal test of
endogeneity for all regressors used in the models. The test is known as the Durbin–Wu–
Hausman (DWH) test for endogeneity developed by Durbin (1954), Wu (1973) and Hausman
(1978). This test's null hypothesis is that specified endogenous regressors can be treated as
exogenous (Baum et al., 2007). The study has performed this test based on MFI TBL
performance. The study has used one year lagged differences of all independent and
dependent variables as instruments. It has also treated year and country dummies with MFI
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age as exogenous variables for the test. Consistent with past studies in corporate finance,
such as (Nguyen et al., 2014; Schultz et al., 2010), the results have rejected the null hypothesis
indicating that endogeneity is a serious concern in this study. This leads to the argument that
OLS and FEM/REM are not reliable and bias-free estimators for statistical inference. The
results of this test are shown in Tables 5.11, 5.12, 5.13 and 5.14 below:
Table 5.11: Durbin–Wu–Hausman (DWH) Endogeneity Test for Regressors on the Effect of
Board Characteristics and MFI TBL Performance
Variables
DWH
test
stat.
P-Value

ROA

OSS

LnNAB

LnALB/GNI

EPI

11.62752**

9.64292**

10.51804**

18.60497***

9.62400**

0.02035

0.04689

0.03255

0.00094

0.04726

Notes: H0: Regressors are exogenous. The asterisks (****, **) indicate the significance and reject the null
hypothesis at 1% and 5% significance levels. The notations are defined as follows: ROA = return on assets; OSS
= operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the
natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index.

Table 5.12: Durbin–Wu–Hausman (DWH) Endogeneity Test for Regressors on the Effect of
Ownership Structure and MFI TBL Performance
Variables
DWH
test
stat.
P-Value

ROA

OSS

LnNAB

LnALB/GNI

EPI

15.17571***

18.85657 ***

16.13334***

11.85916***

29.24625***

0.00435

0.00084

0.00285

0.01843

0.00001

Notes: H0: Regressors are exogenous. The asterisks (****, **) indicate the significance and reject the null
hypothesis at 1% and 5% significance levels. The notations are defined as follows: ROA = return on assets; OSS
= operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the
natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index.

Table 5.13: Durbin–Wu–Hausman (DWH) Endogeneity Test for Regressor on the Effect of
Audit Quality and MFI TBL Performance
Variables
DWH
test
stat.
P-Value

ROA

OSS

LnNAB

LnALB/GNI

EPI

16.66224***

9.64037 ***

19.26112***

10.68044***

3.85046**

0.00004

0.00190

0.00001

0.00108

0.04973

Notes: H0: Regressors are exogenous. The asterisks (****, **) indicate the significance and reject the null
hypothesis at 1% and 5% significance levels. The notations are defined as follows: ROA = return on assets; OSS
= operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the
natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index.
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Table 5.14: Durbin–Wu–Hausman (DWH) Endogeneity Test for Regressor on the Effect of
Capital Structure and MFI TBL Performance
Variables
DWH
test
stat.
P-Value

ROA

OSS

LnNAB

LnALB/GNI

EPI

4.02865**

7.91587***

4.48744**

4.45377**

11.28260***

4.02865

0.00490

0.03414

0.03482

0.00078

Notes: H0: Regressors are exogenous. The asterisks (****, **) indicate the significance and reject the null
hypothesis at 1% and 5% significance levels. The notations are defined as follows: ROA = return on assets; OSS
= operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the
natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index.

5.2.8 Necessary Lags of Dependent Variables for Dynamic GMM Estimation
Before running the dynamic panel GMM estimator, it is essential to know how many lags of
outcome variables are appropriate for the model to capture the past effect. Following Wintoki
et al. (2012), this research has run the OLS regression model on four years-lagged dependent
variables with control characteristics to check if four lags are appropriate for the dynamic
association. The results reported in Table 5.15 below suggest that one year lagged dependent
variables are sufficient to account for the dynamic nature of governance mechanisms and MFI
TBL performance relationships. The table also shows that OSS's fourth lag is moderately
significant while the third lag of LnNAB and LnALB/GNI is weakly significant. However, the
inclusion of these older lags in the GMM model can result in the loss of observations/degrees
of freedom, over-parameterization (Shao, 2019) and omission of year and country fixed
effects. Hence, in line with prior studies (e.g., El-Faitouri, 2014; Nguyen et al., 2014;
Thrikawala et al., 2017), this research uses one-year lagged dependent variables to capture
the dynamic effect estimated by system GMM.
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Table 5.15: Necessary Number of Lags for Dependent Variables

Variables

Panel A

Panel B

Panel C

Financial performance

Social outreach
performance

Environmental
Performance

ROA

OSS

LnNAB

LnALB/GNI

EPI

Performance (t-1)

0.5618***
(0.000)

0.7802***
(0.000)

1.1571***
(0.000)

0.6123***
(0.000)

0.7804***
(0.000)

Performance (t-2)

0.1870
(0.121)

-0.0184
(0.824)

-0.0830
(0.452)

0.1152
(0.128)

0.0313
(0.614)

Performance (t-3)

-0.0681
(0.447)

-0.0799
(0.341)

-0.1496**
(0.031)

0.1843*
(0.068)

0.0697
(0.158)

Performance (t-4)

0.0804
(0.169)

0.1012*
(0.061)

0.0135
(0.721)

-0.0305
(0.583)

-0.0335
(0.459)

REG

-0.0055
(0.286)

-0.0180
(0.435)

0.0166
(0.679)

0.0802***
(0.005)

-0.0592
(0.512)

LnMFS

0.0025**
(0.040)

0.0157***
(0.002)

0.0574***
(0.000)

0.0210***
(0.004)

0.0077
(0.634)

MFAGE

0.0003
(0.181)

0.0005
(0.598)

-0.0057**
(0.017)

-0.0004
(0.836)

-0.0051
(0.270)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.0456**
(0.036)

-0.0078
(0.928)

-0.1493
(0.305)

-0.5674***
(0.003)

0.4608
(0.167)

400

409

406

400

388

0.564

0.661

0.974

0.896

0.731

Constant

Observations
R-squared

Notes: Asterisks indicate the level of significance * p<0.1, ** p<0.05, *** p<0.01. The notations are defined as
follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the number
of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national
income; EPI = environmental performance index; REG = regulation; LnMFS = the natural logarithm of MFI size;
MFAGE = MFI age; YDUM = year dummies; CDUM = country dummies.

5.3 T-test on Mean Differences between Ownership Types
The study performs a univariate mean difference test for ownership types. The t-test
performed on different outcome variables suggests some significant differences across MFI
ownership types. However, there are no significant mean differences between MFI ownership
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types concerning ROA. The table below shows the t-test results on the mean differences
between MFI ownership types.
Table 5.16: Mean Difference Test for MFI Ownership Types
Variables

NGO vs. Not
NGO
Mean
t-stat.
diff.

COOP vs. Not
COOP
Mean
t-stat.
diff.

BNK vs. Not
BNK
Mean
t-stat.
diff.

NBFI vs. Not
NBFI
Mean
t-stat.
diff.

ROA

-0.0072

-1.61

0.0064

0.44

0.0052

0.79

0.0049

1.04

OSS

-0.0137

-0.72

0.1109

1.82*

0.0715

2.61***

-0.0261

-1.32

LnNAB

0.4761

4.24***

2.1185

6.16***

-0.5799

-3.53***

-0.3736

-3.15***

LnALB/GNI

-0.0810

-1.94*

0.3349

2.61***

-0.5206

-8.96***

0.4036

9.58***

EPI

-0.5677

-7.69***

-0.2780

-1.04

0.2275

1.96*

0.5997

7.69***

Notes: Asterisks indicate the level of significance * p<0.1, ** p<0.05, *** p<0.01. The notations are defined as
follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the number
of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national
income; EPI = environmental performance index; NGO = non-governmental organisation; COOP = credit union/
cooperative organisation; BNK = shareholder banking organisation; NBFI = non-banking financial institution.

5.4 Discussion of Empirical Results on Corporate Governance and TBL
Performance of MFIs in South Asia
This section discusses the empirical results obtained from GMM (the main data estimation
method) for corporate governance mechanisms and the TBL sustainability performance of
MFIs. The results are robust after controlling for endogeneity among variables under study.
The results are discussed below in connection with the research questions. Note that this
study has also used the static panel data models for a comparison purpose and robustness
check but the results are presented in the appendix section.

5.4.1 Board Characteristics and TBL Performance of MFIs
This study has developed several hypotheses to answer research question number one
formulated in Chapter 1, which investigates the influence of different board characteristics on
MFI TBL performance in the context of South Asia. The question asks: Do board
characteristics identified in the conceptual model influence the TBL performance of MFIs in
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South Asia? It includes examining the impact of board size, board gender diversity, board
independence and CEO duality. Results of this relationship are discussed below.
5.4.1.1 Board Size and Microfinance TBL Performance
The results obtained from the system dynamic (GMM) method show a variation in the effect
of board size on three different performance dimensions. As shown in Table 5.17, the influence
of board size on MFI financial performance (first dependent variable), as measured by ROA
and OSS, is statistically significantly (highly) negative (β = -0.0375, p = 0.009 for ROA and β
= -0.1802, p = 0.005 for OSS) at the 1% level. Therefore, this relationship supports the first
hypothesis H1a of this study which predicts a significantly negative effect of board size on
financial performance. Some empirical studies in standard corporate finance literature also
found similar results (Yermack, 1996). It is, however, contrary to the findings of Hartarska
(2005), Mersland and Strøm (2009) and Thrikawala et al. (2016a), who reported an
insignificant impact of board size on MFI financial performance.
Regarding the MFI social performance (second dependent variable), board size has a small
significant negative effect (β = -0.1511, p = 0.098) on LnNAB but a moderately significant
positive effect (β = 0.1656, p = 0.035) on LnALB/GNI measures of the social outreach
performance. It must be noted that a positive impact on LnALB/GNI means less financial
inclusion of ultra-poor borrowers, indicating a negative impact on the depth of social outreach
performance. Hence, hypothesis H1b is accepted. The results support the agency theoretic
perspective. This relationship is not consistent with that of Bassem (2009), who found a
positive association between board size and MFI social outreach performance. It, however,
partially supports the Tchakoute-Tchuigoua (2010) finding that shows a negative impact of
board size on MFI social outreach performance.
On the other hand, hypothesis H1c predicted a negative association between board size and
MFI environmental performance (third dependent variable). However, the GMM results do not
show any support for this hypothesis. Board size is positively but insignificantly related to the
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EPI (β = 0.1307, p = 0.171). These results confirm Hussain et al. (2018), who studied 152
listed firms in the USA and found no significant board size effect on environmental
sustainability. The results are contrary to Walls et al. (2012), who found a statistically
significant positive effect of board size on firm environmental concerns. Hence, board size
does not have any relevance to the environmental performance of South Asian MFIs.
The results on board size and TBL performance relationships are also partly in line with the
agency theory that predicts that the large boards lead to lower management monitoring (de
Andrés-Alonso et al., 2005), consequently decreasing MFI performance. The reduced and
insignificant performance effects of board size may be because large boards are less effective
in communication, monitoring and organisational decision-making (Hussain et al., 2018).
5.4.1.2 Board Gender Diversity and Microfinance TBL Performance
Regarding the board gender diversity, the current study results show an insignificant effect of
women board directors on all performance dimensions: (β = 0.0175, p = 0.427 for ROA and β
= 0.0025, p = 0.981 for OSS) of financial performance; (β = -0.0110, p = 0.962 for LnNAB and
β = 0.0141, p = 0.922 for LnALB/GNI) of social outreach performance and; (β = 0.0464, p =
0.782 for EPI) of environmental performance. Hence, the hypotheses H2a, H2b and H2c that
have predicted a positive influence of board gender diversity on MFI TBL performance are
rejected. The insignificant influence of gender diversity on MFI financial and social outreach
performance is consistent with the findings of Bakker et al. (2014), Bassem (2009) for
European MFIs and Mori (2014) for African MFIs but contrary to the findings of Mersland and
Strøm (2008a) for global MFIs and Thrikawala et al. (2016a) for South Asian MFIs. Also, a no
correlation between women on boards and MFI environmental performance is in line with the
findings of Hussain et al. (2018) for the US-listed firms. Therefore, the results do not support
agency, resource dependence and stakeholder theoretic views that gender-diverse boards
are effective in monitoring the management, connecting MFIs to external networks and
devoting special attention to stakeholders’ needs.
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The possible rationale for women directors not having a significant positive impact on the MFI
triple mission could be that they are less powerful in the male-dominated boards to make any
wise decision on behalf of their institutions. Another possible reason for this relationship is that
women board directors are reluctant to take any organisational decisions, thereby showing
their risk aversion attitude. Finally, there may have been female directors with limited
experience and ability to share and utilise knowledge and expertise, challenge dominant
players in terms of their opinions, and ask detailed questions, thereby resulting in the lower
performance of MFIs.
5.4.1.3 Board Independence and Microfinance TBL Performance
Board independence as one crucial board characteristic is significantly positively related to
the MFI financial performance at 5% level - ROA (β = 0.0921, p = 0.043) and OSS (β = 0.5113,
p = 0.023), thereby accepting hypothesis H3a. This positive association is not in line with a
recent empirical study conducted by Thrikawala et al. (2016a) in Sri Lanka, who found an
insignificant effect of board independence on MFI profitability that ROA measures. However,
it is consistent with Gohar and Batool (2015). They reported a significant positive association
between board independence and the financial performance of MFIs in Pakistan. The positive
relationship points out that directors’ independence is an important explanatory factor for MFI
financial performance in the South Asian region. One reason for this relationship could be that
outside directors of MFI boards in this region are the representatives of various stakeholders,
including fund providers, government and MFI clients. Hence, they can provide better
independent monitoring of the management and fulfil the requirements of those stakeholders.
Regarding the effect of board independence on MFI social outreach performance, the study
finds a significant correlation between these two variables (β = 0.6260, p = 0.032) for LnNAB
at a 5% level. Hence, hypothesis H3b has been accepted. The result obtained from the system
GMM confirms that the outreach performance of South Asian MFIs increases due to the
presence of independent directors on their boards. This result concurs with Hartarska (2005)
and Kyereboah-Coleman and Osei (2008), who found a significant positive association
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between the two variables. They opine that independent directors are essential for the
effective performance of MFIs.
Nevertheless, the current study finding on the underlying relationship does not confirm the
empirical evidence of Thrikawala et al. (2017), who found a varied influence of board
independence on MFI outreach performance in India and Sri Lanka. Hence, their evidence
suggests that independent board directors may induce MFIs to grant a large sum of credits to
fewer borrowers who can make the repayment on time. However, this thesis assumes that
outside directors are experienced and may hold sufficient knowledge and expertise about the
social influence of MFI activities. Therefore, the study finding supports the theoretical
predictions of agency, resource dependence and stakeholder theories.
Regarding the association between board independence and environmental performance, the
study finds a statistically positive relationship between these two variables (β = 0.2868, p =
0.043) at the 5% significant level. The result suggests that independent directors are more
conscious of the environmental impact of MFIs, thereby increasing the firm environmental
performance. This result is consistent with the empirical findings of studies in corporate finance
(e.g., Hussain et al., 2018; de Villiers et al., 2011). This positive relationship indicates that
independent directors on MFI boards are aware of environmental sustainability, thereby
encouraging MFIs to pursue environmental friendly activities (Mia et al., 2018). Therefore, the
study finding supports the stakeholder theory's assumption about a positive impact of board
independence on MFI environmental performance.
5.4.1.4 CEO Duality and Microfinance TBL Performance
The effect of CEO duality on various dimensions of MFI performance has been obtained from
the system GMM estimator. The association between CEO duality and MFI financial
performance is positive but statistically highly insignificant - ROA (β = 0.0118, p = 0.346) and
OSS (β = 0.0447, p = 0.543). Therefore, the predicted hypothesis (H4a) is rejected. This
insignificant relationship supports Mersland and Strøm (2009) and Hartarska and Mersland
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(2012), who found similar evidence for global MFIs. They postulate that MFIs with CEO/chair
duality are less efficient. The results, however, contradict with Kyereboah-Coleman and Osei
(2008), who found a significantly negative influence of CEO duality on MFI profitability in
Ghana. They argue that conflicts of interest arise when the CEO doubles up as a chairman
resulting in higher agency costs and lower MFI performance. Dissimilar results on this
relationship were also found by Gohar and Batool (2015), Saeed et al. (2018) in Pakistan,
Hasan et al. (2018) in Bangladesh and Van Damme et al. (2016) in Sri Lanka. Based on the
current study findings, it can be argued that CEO duality is not an important board attribute for
the financial performance of sampled MFIs in the South Asian region.
Similar to the financial performance, the results from system GMM show no significant
influence of CEO duality on MFI social outreach performance - LnNAB (β = 0.0460, p = 0.744)
and LnALB/GNI (β = 0.0196, p = 0.855). Hence, hypothesis H4b that predicts a positive
association between these two variables has been rejected. These results are consistent with
Gohar and Batool (2015) study that proposes similar evidence for a sample of MFIs in
Pakistan. Thrikawala et al. (2016a) also found no significant link between these two variables
in Sri Lanka. This insignificant association may occur because CEOs with the chairman role
become more powerful and seek personal benefits that are detrimental to MFIs.
Regarding the environmental performance impact, the study found that CEO duality is
significantly positively associated with MFI environmental performance at a 5% level - EPI (β
= 0.1629, p = 0.038). This result contradicts Hussain et al. (2018), who found an inverse effect
of CEO duality on firm environmental performance. They argue that CEOs with dual roles
reduce board independence, which lessens the firm’s accountability to its stakeholders.
However, this relationship is in line with Jizi et al. (2014), who found a significantly positive
correlation between CEO duality and corporate environmental disclosure. The positive effect
of CEO duality on environmental performance could be due to external stakeholders' pressure
on MFI management to promote ecological safety through microfinance activities in South
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Asian countries. Nevertheless, the results for the impact of CEO duality on MFI TBL
performance do not lend support for the agency theory.
Table 5.17: Estimation of Two-Step System Dynamic GMM for the Impact of Board
Characteristics on the TBL Performance of MFIs
Panel A

Panel B

Panel C

Financial Performance

Social Outreach
Performance

Environmental
Performance

Variables

ROA

ROA (t-1)

0.4933***
(0.000)

OSS

LnNAB

LnALB/GNI

EPI

0.5581***
(0.000)

OSS (t-1)

0.7011***
(0.000)

LnNAB (t-1)

0.5160***
(0.001)

LnALB/GNI (t-1)

0.7622***
(0.000)

EPI (t-1)
-0.0375***
(0.009)

-0.1802***
(0.005)

-0.1511*
(0.098)

0.1656**
(0.035)

0.1307
(0.171)

BGD

0.0175
(0.427)

0.0025
(0.981)

-0.0110
(0.962)

0.0141
(0.922)

0.0464
(0.782)

BDIND

0.0921**
(0.043)

0.5113**
(0.023)

0.6260**
(0.032)

-0.2196
(0.557)

0.2868**
(0.043)

CEODL

0.0118
(0.346)

0.0447
(0.543)

0.0460
(0.744)

0.0196
(0.855)

0.1629**
(0.038)

REG

-0.0136
(0.126)

-0.0589
(0.207)

0.0218
(0.803)

0.1580**
(0.011)

-0.0307
(0.653)

LnMFS

0.0037*
(0.051)

0.0246**
(0.032)

0.2127**
(0.021)

0.0273*
(0.060)

0.0272
(0.117)

MFAGE

-0.0001
(0.912)

-0.0002
(0.937)

-0.0053
(0.266)

-0.0009
(0.804)

0.0022
(0.380)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

LnBSIZE
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-0.0373
(0.222)

0.1237
(0.451)

-0.2051
(0.620)

-1.4303***
(0.008)

-0.5908**
(0.047)

Observations

775

789

784

774

741

Number
of
groups
Number
of
instruments
AR(1)
AR(2)
Hansen-J test of
overidentification (pvalue)

125

125

125

125

118

46

46

53

53

21

0.002
0.290
0.873

0.000
0.955
0.343

0.000
0.525
0.187

0.001
0.957
0.196

0.000
0.467
0.413

Constant

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; LnBSIZE = the natural logarithm of board size; BGD =
board gender diversity; BDIND = independent and non-executive directors; CEODL = CEO duality; REG =
regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM = country
dummies. AR(1) and AR(2) are tests for first-order and second-order serial correlation in the first-differenced
residuals under the null of no serial correlation. The Hansen test of over-identification is under the null that all
instruments are valid. Two-step system GMM was performed with Windmeijer robust correction option. P-values of
all results are reported in parentheses. (t-1) indicates one year lag of all dependent variables. All control variables
are exogenous and treated as instruments in the GMM model. Lagged values of dependent and independent
variables are also used as instruments in the model. The year and country dummies are used in the model but not
reported.

5.4.2 Ownership Types and TBL Performance of MFIs
This study has developed some hypotheses to answer research question number two
presented in Chapter 1, which explores whether different MFI ownership types can explain the
sustainability level performance in the selected countries. The question asks: Is there any
association between different ownership types and the TBL performance of MFIs in South
Asia? It includes the causal effect of NGOs, cooperatives, NBFIs and banks. Results of this
relationship are discussed below.
5.4.2.1 NGO Ownership Type and Microfinance TBL Performance
The relationship between NGO legal status and MFI TBL performance shows varied results
(see Table 5.18). For example, data analysed through the GMM estimation technique suggest
that MFIs with NGO ownership status exert no significant influence on their financial
performance - ROA (β = -0.0147, p = 0.139) and OSS (β = -0.0238, p = 0.493). Therefore, the
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results do not support the study hypothesis H5a, which predicts a negative association
between NGO ownership type and MFI financial performance based on theoretical reasoning.
These results are consistent with the study findings of Hartarska and Nadolnyak (2007). They
found no relationship between NGO ownership type and the financial sustainability of global
MFIs. However, the results contradict Mersland and Strøm (2008a), who found a significant
positive impact of NGOs on financial performance measured by ROA. They report that NGOs
have found a viable business model and are driven by the same economic rationality as
shareholding firms.
One plausible explanation of no relationship between these two variables in the current study
could be that NGOs in South Asian countries depend more on donors and social investors to
fund their business operations than seek profit from their clients. The study findings are also
consistent with the agency theory standpoint, which predicts that NGOs do not perform better
in terms of profitability than their for-profit rivals because the former does not distribute profit
to its stakeholders and is subject to more managerial discretion (Servin et al., 2012).
Similar to the financial performance, the study has found a significant negative relationship
between NGO ownership and the social performance dimension of MFIs when measured by
LnNAB (β = -0.2826, p = 0.086) but insignificant when measured by LnALB/GNI (β = -0.0626,
p = 0.226). Therefore, hypothesis H5b regarding client outreach by NGOs is rejected,
opposing the stakeholder theoretical view. The results concur with Mersland and Strøm (2009;
2008b) empirical findings that non-profit NGOs are not more socially oriented than for-profit
shareholding firms, indicating a minimal performance difference between these two ownership
types. However, these results contradict Barry and Tacneng (2014) and Estapé-Dubreuil and
Torreguitart-Mirada (2015). They found a significant social performance impact, suggesting
that NGOs are the most socially oriented among all ownership forms.
It is likely to infer from the current study results that MFIs with NGO legal status in South Asia
consider screening borrowers. Therefore, they exclude the profitable customers who regularly
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exercise double-dipping or multiple borrowing from various credit providers creating a moral
hazard situation for institutions. NGOs may also come under the pressure of donors and other
social investors who monitor and encourage these organisations to use their funds for the
intended purpose, thereby avoiding the moral hazard and reducing the adverse borrower
selection (Mersland, 2009).
For the environmental sustainability dimension, as per the empirical results derived from the
GMM estimation method, the NGO ownership type exerts a highly significant positive impact
on EPI (β = 0.2321, p = 0.005), supporting the proposed hypothesis H5c. This positive
relationship concurs with stakeholder theory's presumption, indicating that NGOs and their
management are responsible enough to identify and meet the environmental needs of
customers who are their major stakeholders. It also supports the empirical findings of Allet and
Hudon (2015), who report that NGOs perform better than NBFIs in terms of environmental
non-financial services provided to their clients. One possible reason for this relationship could
be that NGOs in the South Asian region are more willing to protect the environment from
damage caused by their clients’ activities.
5.4.2.2 Cooperative Ownership Type and Microfinance TBL Performance
The impact of cooperative ownership on microfinance TBL performance, as shown in Table
5.18, is also found interesting in this study. The results obtained from GMM suggest that
financial performance measures are negatively but insignificantly associated with the
cooperative ownership status of MFIs in South Asia (β = -0.0054, p = 0.354 for ROA and β =
-0.0212, p = 0.476 for OSS). Hence, hypothesis H6a, which proposed a positive relationship
between cooperative legal form and MFI financial performance, has been rejected. The results
are similar to what Galema et al. (2012a) found from their study on global MFIs who suggest
that credit cooperatives perform negatively when their members do not agree to reach a
consensus. The results confirm the agency theory's perspective that cooperatives are nonprofit organisations, and hence they are not essentially profit-driven (Estapé-Dubreuil and
Torreguitart-Mirada, 2015). However, it is notable that although both NGOs and cooperatives
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have a negative influence on their financial performance, the effect is relatively significant for
NGOs, thereby holding a slight variation in their ownership status.
Similar results were also obtained for the social performance of cooperative MFIs in South
Asia (Table 5.18). Data estimated through GMM suggest that cooperative ownership type and
MFI social outreach performance measures yield negative coefficients (β = -0.3292, p = 0.047
for LnNAB and β = -0.0921, p = 0.580 for LnALB/GNI). These results are surprisingly
unexpected because cooperatives just like NGOs in the study sample are socially oriented,
and achieving social performance is their primary objective. This evidence is different from
that of Tchakoute-Tchuigoua (2010), who found a significant social performance effect of
global credit cooperative MFIs. The author concludes that cooperatives perform better socially
than NGOs. Hence, the negative and insignificant results about the social performance impact
of South Asian cooperatives on their social performance rejects hypothesis H6b. This negative
correlation does not support the proposition of stakeholder theory that cooperatives are more
stakeholder-centric. One possible explanation could be that cooperative type MFIs are not
performing well with their social outreach in the South Asian region. It could also be related to
a small number of cooperative MFIs sampled in this study.
In line with previous studies' findings, the current research has developed hypothesis H6C,
which predicts that cooperative MFIs negatively affect their environmental performance.
However, the results reported in Table 5.18 show no significant influence of cooperative
ownership on environmental performance (β = 0.2833, p = 0.120), thereby rejecting the
proposed hypothesis on this relationship. Mia et al. (2018) reported similar results for SouthEast Asian MFIs. The results, however, do not support the findings (negative association) of
Allet and Hudon (2015), who conducted their study in Europe. The results also oppose the
stakeholder theory perspective. The prime reason behind this insignificant association could
be that South Asian cooperatives do not have the motives to address environmental issues
and meet their clients' diversified needs, thereby leading to their poor environmental
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performance. They may also lack sufficient funding to cover the costs associated with
environmental programmes.
Table 5.18: Estimation of Two-Step System Dynamic GMM for the Impact of Ownership (NGO
and Cooperative) Types on the TBL Performance of MFIs
Panel A

Panel B

Financial Performance

Social Outreach
Performance

Variables

ROA

ROA (t-1)

0.4917***
(0.000)

OSS

LnNAB

Panel C

LnALB/GNI

Environmental
Performance
EPI

0.6280***
(0.000)

OSS (t-1)

0.6405***
(0.007)

LnNAB (t-1)

0.5099***
(0.000)

LnALB/GNI (t-1)

0.7519***
(0.000)

EPI (t-1)

NGO

-0.0147
(0.139)

-0.0238
(0.493)

-0.2826*
(0.086)

-0.0626
(0.226)

0.2321***
(0.005)

COOP

-0.0054
(0.354)

-0.0212
(0.476)

-0.3292**
(0.047)

-0.0921
(0.580)

0.2833
(0.120)

REG

-0.0230**
(0.030)

-0.0585
(0.132)

-0.0768
(0.519)

0.0941**
(0.025)

0.0346
(0.624)

LnMFS

0.0044***
(0.001)

0.0228***
(0.002)

0.2295
(0.220)

0.0356
(0.226)

0.0506***
(0.005)

MFAGE

0.0000
(0.962)

-0.0011
(0.242)

-0.0087
(0.268)

-0.0086
(0.638)

-0.0006
(0.861)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

N

-0.0221
(0.264)

0.1719**
(0.043)

0.8258
(0.353)

-1.2227***
(0.002)

-0.5901**
(0.033)

783
127

797
127

793
127

783
127

744
119

Constant

Observations
Number

of
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groups
Number
of
instruments
AR(1)
AR(2)
Hansen-J test of
overidentification (pvalue)

23

23

23

30

29

0.001
0.250
0.733

0.000
0.654
0.282

0.001
0.813
0.119

0.000
0.984
0.089

0.000
0.528
0.402

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; NGO = non-governmental organisation; COOP = credit
union/ cooperative organisation; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age;
YDUM = year dummies; CDUM = country dummies. AR(1) and AR(2) are tests for first-order and second-order
serial correlation in the first-differenced residuals under the null of no serial correlation. The Hansen test of overidentification is under the null that all instruments are valid. Two-step system GMM was performed with Windmeijer
robust correction option. P-values of all results are reported in parentheses. (t-1) indicates one year lag of all
dependent variables. All control variables are exogenous and treated as instruments in the GMM model. Lagged
values of dependent and independent variables are also used as instruments in the model. The year and country
dummies are used in the model but not reported.

5.4.2.3 Bank Ownership Type and Microfinance TBL Performance
Similar to the NGO and cooperative ownership forms, the study has also modelled the impact
of bank and NBFI ownership types on all three pillars of MFI sustainability performance.
The results obtained from GMM, as reported in Table 5.19 below, suggest that banking
ownership (BNK) type is not statistically significantly linked to MFI financial performance (β =
0.0145, p = 0.249 for ROA and β = -0.0184, p = 0.641 for OSS). Therefore, hypothesis H7a,
which predicts a positive influence of MFI banking ownership type on financial performance,
has been rejected. The results are contrary to the agency theoretic perspective that
microfinance banks are for-profit organisations that are commercially motivated and often
seek economic benefit for survival. These results, however, are not surprising given that
similar findings have been reported by Mersland (2008a) about the poor performance effect
of shareholding/commercial MFIs. One possible explanation of this insignificant relationship
could be that privately-owned micro-banks in the South Asian region bear higher management
and regulatory costs of accepting and managing deposits/savings. Therefore, the study
concludes from the results that banks in this region are not financially sustainable.
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For social performance, there is a positive (insignificant) effect of bank ownership status on
MFI breadth, but a positive and significant impact on the depth of social outreach performance
(β = 0.2233, p = 0.313 for LnNAB and β = 0.1783, p = 0.081 for LnALB/GNI). Therefore,
hypothesis H7b, which predicts a positive relationship between bank ownership and MFI social
outreach performance, has been partially accepted at <10% of the p-value for poverty
outreach. The results also partly support the stakeholder theoretical view that banks hold some
social responsibility for their clients. Similar findings were reported by Mersland (2008a),
suggesting that shareholding MFIs are more socially oriented than non-profit NGOs globally.
The positive impact on the depth of social outreach performance indicates that micro-banks
in South Asia are considering the financial inclusion of ultra-poor clients to some extent, which
could be due to the regulatory pressure in this region.
For environmental performance, the empirical results in Table 5.19 suggest that banking
ownership status exerts a moderately significant negative effect on environmental
performance β = 0.2621, p = 0.016) at a 10% level. Therefore, H7c hypothesised a positive
impact of microfinance bank ownership type on MFI environmental performance is rejected at
the p-value of <5%. The results go against the stakeholder theoretic view that banks should
be sustainable by adopting environmental practices in their core strategic goals, which will
allow the institutions to lessen environmental risks and strengthen their relationship with
stakeholders. These results are also not in line with what Allet and Hudon (2015) found for the
European MFIs. The authors conclude that MFIs with bank ownership status have better
environmental performance because they have greater environmental liability exposure. One
possible explanation of the negative relationship could be that unlike those sampled private
banks of Allet and Hudon in Europe, microfinance banks in the South Asian region may not
afford the cost of addressing environmental issues due to the lack of funding. Hence, they
gradually lose their interest in greening the environment. This can also be justified by their
poor financial performance, as shown in Table 5.19.
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5.4.2.4 NBFI Ownership Type and Microfinance TBL Performance
The results derived from GMM (Table 5.19) for MFI financial performance suggest that NBFI
ownership type significantly positively influences ROA (β = 0.0165, p = 0.084) at a 10% level,
but does not significantly affect OSS (β = 0.0228, p = 0.512). Hence, hypothesis H7a, which
predicts a significant positive effect of this ownership type in the South Asian country contexts,
is partially accepted. This association is congruent with the agency theoretic argument that
NBFIs are shareholder-owned firms with a mission to achieve their financial objective. The
result on ROA differs from Mersland and Strøm (2008a). They found a decreased effect of
shareholding MFIs on ROA, showing no significant profitability differences between these
organizations and NGOs (Mersland and Strøm, 2009).
Similarly, the study has found a significant positive impact of NBFI ownership structure on MFI
social performance (β = 0.2363, p = 0.129 for LnNAB and β = -0.0384, p = 0.498 for
LnALB/GNI). These results oppose the stakeholder theoretic view that shareholding firms are
responsible for their clients as key stakeholders. The results also do not support the evidence
of Mersland and Strøm (2008a) and Tchakoute-Tchuigoua (2010), who found that
shareholding MFIs perform better in poverty outreach than non-profit NGOs. The insignificant
relationship indicates that NBFIs in South Asian countries are not prioritizing their social goal.
Concerning the MFI environmental performance, the study found a highly significant negative
correlation between NBFI ownership structure and EPI (β = -0.3063, p = 0.001) at a 1% level.
Hence, hypothesis H7c proposed an inverse effect of NBFI on environmental performance is
accepted. The result is similar to that of Allet and Hudon (2015), who found a negative impact
of NBFI as a shareholding firm on environmental non-financial services. However, this result
does not support the assumption of stakeholder theory, which emphasizes the need to foster
environmental sustainability. One possible explanation for a decreased environmental
performance effect could be that NBFIs in the South Asian region become reluctant to engage
with environmental management and spend more capital on environmental safety since it may
not bring much profit to these firms.
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Table 5.19: Estimation of Two-Step System Dynamic GMM for the Impact of Ownership (Bank
and NBFI) Types on the TBL Performance of MFIs
Panel A

Panel B
Social Outreach
Performance

Financial Performance
Variables

ROA

ROA (t-1)

0.5018***
(0.000)

OSS

LnNAB

LnALB/GNI

Panel C
Environmental
Performance
EPI

0.6357***
(0.000)

OSS (t-1)

0.6280**
(0.017)

LnNAB (t-1)

0.5183***
(0.000)

LnALB/GNI (t-1)

0.7438***
(0.000)

EPI (t-1)

BNK

0.0145
(0.249)

-0.0184
(0.641)

0.2233
(0.313)

0.1783*
(0.081)

-0.2621**
(0.016)

NBFI

0.0165*
(0.084)

0.0228
(0.512)

0.2363
(0.129)

-0.0384
(0.498)

-0.3063***
(0.001)

REG

-0.0222**
(0.038)

-0.0510
(0.173)

-0.0770
(0.559)

0.1057**
(0.026)

0.0746
(0.313)

LnMFS

0.0029**
(0.020)

0.0248***
(0.001)

0.2507
(0.244)

0.0256
(0.404)

0.0475**
(0.011)

MFAGE

0.0001
(0.654)

-0.0012
(0.196)

-0.0085
(0.278)

-0.0050
(0.759)

-0.0023
(0.486)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

N

-0.0146
(0.496)

0.1012
(0.133)

0.3580
(0.709)

-1.0927***
(0.005)

-0.2620
(0.337)

782

797

793

783

744

of

127

127

127

127

119

of

23

23

23

30

19

0.001

0.000

0.000

0.000

0.000

Constant
Observations
Number
groups
Number
instruments
AR(1)
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AR(2)
Hansen-J test of
overidentification (pvalue)

0.246
0.728

0.646
0.271

0.915
0.126

0.973
0.108

0.530
0.391

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; BNK = shareholder banking organisation; NBFI = nonbanking financial institution; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies;
CDUM = country dummies. AR(1) and AR(2) are tests for first-order and second-order serial correlation in the firstdifferenced residuals under the null of no serial correlation. The Hansen test of over-identification is under the null
that all instruments are valid. Two-step system GMM was performed with Windmeijer robust correction option. Pvalues of all results are reported in parentheses. (t-1) indicates one year lag of all dependent variables. All control
variables are exogenous and treated as instruments in the GMM model. Lagged values of dependent and
independent variables are also used as instruments in the model. The year and country dummies are used in the
model but not reported.

5.4.3 Audit Quality and TBL Performance of MFIs
Given the need for financial transparency and information symmetry, audit quality acts as an
important corporate governance mechanism in MFIs. The choice of a Big-4 external auditor
(a proxy for audit quality) by MFIs is to receive independent verification of financial reports.
Hence, the third research question asks: Does the choice of Big-4 auditor influence the TBL
performance of MFIs in South Asia? Based on theoretical reasoning and past empirical
research findings, the current study develops hypotheses to answer this research question.
Consequently, this explanatory variable is used in the study model to predict its influence on
MFI TBL performance.
The results presented in Table 5.20 suggest that audit quality positively influences MFI
financial performance. While the effect is insignificant for ROA (β = 0.0117, p = 0.220) it is
significant for OSS (β = 0.0529, p = 0.097). Therefore, hypothesis H8a predicting a positive
impact of Big-4 external auditor choice on MFI financial sustainability is partially accepted. The
results partially support the agency theoretical argument that audit quality acts as a monitoring
mechanism by diminishing the information asymmetry. The results agree with Hartarska
(2005), who found a significant positive influence of external auditor presence on the financial
performance of European MFIs. Beisland et al. (2014) also found similar results for global
MFIs. The results, however, contradict Nihel and Younes (2015), who found a negative
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correlation between these two variables for African MFIs. They concluded that having an
external auditor is a burden for MFIs without profit. An inference from the current study results
could be that the audit activities performed by a Big-4 external auditor in MFIs in South Asian
countries may entail a high audit fee but bring financial returns to the institutions.
Regarding the social outreach performance, the system GMM model provides evidence of a
statistically significant positive effect of Big-4 auditor choice on the breadth but insignificant
impact on the depth of MFI social outreach in South Asia (β = 0.1254, p = 0.046) for LnNAB
at a 10% level (β = -0.0361, p = 0.412) for LnALB/GNI. The results partially support hypothesis
H8b that predicts a positive association between these two variables. The results are in line
with the agency theoretic argument that MFIs’ managers can receive independent monitoring
from the external auditor/s, which also helps institutions signal their commitment to external
stakeholders and fund providers by reaching out to poor borrowers with financial services.
However, the results do not concur with Hartarska (2009) and Nihel and Younes (2015). They
did not find any evidence of a positive correlation between external auditor choice and social
outreach performance of MFIs. The positive influence of Big-4 auditor choice on social
performance implies that South Asian MFIs signal their poverty alleviation commitment to
capital providers by having high-quality auditors.
Regarding the association between Big-4 auditor presence and MFI environmental
performance, the study reports a significant result (β = 0.2208, p = 0.035) in Table 5.20.
Therefore, the proposed hypothesis H8c on the positive relationship between these two
variables has been accepted at a 10% level. This positive coefficient is expected and supports
the theoretical assumption of agency theory on environmental disclosure. The possible
explanation for this association could be that MFIs in this region are willing to assign
environmental audit activity to Big-4 audit firm/s even though it may incur an additional cost.
Hence, the significant correlation between audit quality and MFI environmental performance
gives investors, regulators, and policymakers a signal that hiring a Big-4 audit firm or its
affiliate can lead to a better environmental disclosure and higher quality audit. The results also
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converge with the recommended governance codes of South Asian countries for CSR
disclosure, as presented in Table 2.1 of Chapter 2.
Table 5.20: Estimation of Two-Step System Dynamic GMM for the Impact of Audit Quality on
the TBL Performance of MFIs
Panel A

Panel B

Financial Performance

Social Outreach
Performance

Variables

ROA

ROA (t-1)

0.4774***
(0.000)

OSS

LnNAB

Panel C

LnALB/GNI

Environmental
Performance
EPI

0.6214***
(0.000)

OSS (t-1)

0.8253***
(0.000)

LnNAB (t-1)

0.4918***
(0.000)

LnALB/GNI (t-1)

0.7745***
(0.000)

EPI (t-1)

Big-4 AUD

0.0117
(0.220)

0.0529*
(0.097)

0.1254**
(0.046)

-0.0361
(0.412)

0.2208**
(0.035)

REG

-0.0133*
(0.074)

-0.0480*
(0.089)

0.0045
(0.951)

0.1023**
(0.014)

-0.0494
(0.535)

LnMFS

0.0031*
(0.066)

0.0198***
(0.008)

0.1092*
(0.094)

0.0501***
(0.001)

0.0058
(0.791)

MFAGE

0.0000
(0.944)

-0.0009
(0.420)

-0.0068
(0.106)

-0.0040
(0.381)

0.0021
(0.613)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.0261
(0.186)

0.1773**
(0.028)

0.3692
(0.224)

-1.5509***
(0.000)

0.2980
(0.438)

772

786

780

772

741

of

124

124

124

124

118

of

29

29

30

29

29

Constant

Observations
Number
groups
Number
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instruments
AR(1)
AR(2)
Hansen-J test of
overidentification (pvalue)

0.003
0.271
0.330

0.000
0.660
0.578

0.003
0.467
0.141

0.001
0.940
0.369

0.000
0.505
0.436

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; Big-4 AUD = Big-4 audit company or their associate
partner; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM = country
dummies. AR(1) and AR(2) are tests for first-order and second-order serial correlation in the first-differenced
residuals under the null of no serial correlation. The Hansen test of over-identification is under the null that all
instruments are valid. Two-step system GMM was performed with Windmeijer robust correction option. P-values of
all results are reported in parentheses. (t-1) indicates one year lag of all dependent variables. All control variables
are exogenous and treated as instruments in the GMM model. Lagged values of dependent and independent
variables are also used as instruments in the model. The year and country dummies are used in the model but not
reported.

5.4.4 Capital Structure and TBL Performance of MFIs
Since the capital structure is an important internal corporate governance mechanism for
monitoring the MFI management, the study develops a fourth and final research question:
Does capital structure relate to microfinance triple performance dimensions in South Asia?
Accordingly, hypotheses are generated based on theoretical and empirical arguments to
answer this research question. Hence, the variable has been added in the dynamic model to
empirically test its influence on MFI sustainability performance in the selected South Asian
countries. The findings obtained are discussed below.
After controlling for the dynamic relationship between capital structure and microfinance
performance, the GMM results in Table 5.21 show a statistically significant negative
relationship between debt to equity ratio (DER) and OSS for MFI financial performance at a
5% level (β = -0.0028, p = 0.002), thereby rejecting the hypothesis 10a. However, this
relationship contradicts the findings of Kar (2012), who used agency theory to test a similar
association for global MFIs and found that leverage is positively associated with profitability.
This relationship indicates that MFIs are more likely to choose internally produced funding
over external debt for their operations in this region. The result contrasts with agency theory's
presumption, as evidenced in some studies conducted in different geographical settings. The
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agency theory's underlying principle is that suppliers of debt capital incentivise or discipline
managers' opportunistic behaviour to mitigate agency conflicts and ensure superior firm
performance (Dawar, 2014). However, the debt capital suppliers of MFIs may be willing to
charge higher costs, resulting in the institutions' lower debt choice. Consequently, debt
providers have minimal incentives for subsequent monitoring and disciplining MFIs as their
debtor firms.
For social performance, the effect of capital structure is positive but statistically insignificant
(β = 0.0027, p = 0.517 for LnNAB and β = 0.0024, p = 0.225 for LnALB/GNI), as presented in
Table 5.21 Hence, hypothesis 10b predicting a positive and significant impact of debt/equity
capital on MFI social outreach performance is not supported. This relationship does not
support the postulation of stakeholder theory that debt providers may push MFI management
to utilize their debt for the social welfare of borrowers. The results contradict KyereboahColeman (2007a), who found a significant positive impact of leverage on MFI social
performance. The author documents that higher leverage usage by MFIs results in greater
outreach performance which eventually brings higher returns. The insignificant impact of
capital structure on the social outreach performance indicates that South Asian MFIs and their
management may not choose debt capital as the main instrument for increasing financial
inclusion but consider equity capital for their social mission.
Regarding environmental performance, the GMM results in Table 5.21 present a negative but
insignificant relationship between MFI debt capital and environmental sustainability (β = 0.0055, p = 0.054) at a 10% level for EPI. Hence, based on the stakeholder theory, hypothesis
10c, which predicts a positive and significant association between the predictor and predicted
variables, is rejected. This evidence indicates that MFIs may not afford the cost of debt; hence
they decide to use less debt capital for environmental management. The result is similar to
what Hussain et al. (2018) found for listed companies in the USA. The negative relationship
can also be related to the less care of debt-holders for stakeholder interests. Furthermore,
given that the environmental dimension is a recent phenomenon, MFIs in South Asian
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countries may be reluctant to use debt capital for environmental protection since it may be
risky and less profitable to afford the borrowing costs. Hence, more research is needed on this
topic as MFIs depend more on external funding for their business operations.
Table 5.21: Estimation of Two-Step System Dynamic GMM for the Impact of Capital Structure
on the TBL Performance of MFIs
Panel A

Panel B

Financial Performance

Social Outreach
Performance

Variables

ROA

ROA (t-1)

0.5076***
(0.000)

OSS

LnNAB

Panel C

LnALB/GNI

Environmental
Performance
EPI

0.6248***
(0.000)

OSS (t-1)

0.7097***
(0.000)

LnNAB (t-1)

0.4084***
(0.000)

LnALB/GNI (t-1)

0.7283***
(0.000)

EPI (t-1)

DER

-0.0004
(0.153)

-0.0028***
(0.002)

0.0027
(0.517)

0.0024
(0.225)

-0.0055*
(0.054)

REG

-0.0167**
(0.011)

-0.0489*
(0.064)

0.0176
(0.849)

0.0802
(0.280)

-0.0732
(0.336)

LnMFS

0.0052***
(0.000)

0.0251***
(0.001)

0.2009*
(0.063)

0.0854***
(0.002)

0.0433**
(0.036)

MFAGE

-0.0001
(0.772)

-0.0011
(0.264)

-0.0099*
(0.055)

-0.0054
(0.330)

-0.0028
(0.467)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.0546***
(0.010)

0.1315*
(0.082)

0.2297
(0.574)

-2.2824***
(0.000)

0.0152
(0.965)

776
127

791
127

784
127

775
127

734
119

Constant
Observations
Number
of
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groups
Number
of
instruments
AR(1)
AR(2)
Hansen-J test of
overidentification (pvalue)

22

22

29

29

29

0.002
0.299
0.709

0.000
0.607
0.247

0.002
0.613
0.157

0.000
0.806
0.163

0.000
0.502
0.759

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the number
of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national
income; EPI = environmental performance index; DER = debt to equity ratio; LnMFS = the natural logarithm of MFI
size; MFAGE = MFI age; YDUM = year dummies; CDUM = country dummies. AR(1) and AR(2) are tests for firstorder and second-order serial correlation in the first-differenced residuals under the null of no serial correlation. The
Hansen test of over-identification is under the null that all instruments are valid. Two-step system GMM was
performed with Windmeijer robust correction option. P-values of all results are reported in parentheses. (t-1)
indicates one year lag of all dependent variables. All control variables are exogenous and treated as instruments in
the GMM model. Lagged values of dependent and independent variables are also used as instruments in the model.
The year and country dummies are used in the model but not reported.

5.4.5 Control Variables
As for the control variables, the results reported in different tables above suggest that various
control characteristics have differential effects on MFI TBL performance. For example, apart
from Table 5.17, all other tables report a significant negative influence of regulation (REG) on
the financial performance of South Asian MFIs. REG does not influence LnNAB but it has a
significant positive influence on LnALB/GNI of MFI social performance in Table 5.17, 5.18,
5.19 and 5.20. The results confirm Saeed et al. (2018), who found similar evidence for MFIs
in this region. However, Table 5.21 show no correlation between REG and social performance
measures of MFIs. Furthermore, results reported in all tables suggest no significant
association between REG and MFI environmental performance. Therefore, banking regulation
has no straight influence on MFI performance (Hartarska and Nadolnyak, 2007).
As shown in Tables 5.17, 5.18, 5.19, 5.20 and 5.21, the size of MFIs (LnMFS) is significantly
positively associated with the financial and social performance measures. It does not influence
social performance measures positively in Table 5.18 and 5.19 for ownership types and MFI
TBL performance. The positive impact of institutional size indicates that MFIs gain higher
returns (Gohar and Batool, 2015) and greater social outreach as their size increases (Saeed
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et al., 2018). However, this variable is not significantly related to environmental performance.
The only exception is with the results in Table 5.20 for audit quality and Table 5.21 for capital
structure and TBL performance which show a significant positive correlation between these
two variables.
On the other hand, the age of MFIs (MFAGE) does not significantly influence the sustainability
performance dimensions in any of the governance-TBL performance relationship models.
Kyereboah-Coleman and Osei (2008) also found an insignificant influence of MFI age and the
level of financial and social sustainability in Africa. This indicates that age is not an important
determinant for the TBL performance of MFIs. Finally, the current study has used one year lag
of all dependent variables and found that past performance values significantly positively
influence their present values (Nguyen et al., 2014; Thrikawala et al., 2017). This result
suggests that the past performance realisation plays a significant role in explaining the present
performance outcome of MFIs in South Asia.

5.4.6 Robustness Tests
The study performs several robustness tests to confirm the validity of the empirical results
obtained from GMM. The results are robust for several reasons. For example, all tables of
GMM show that the number of instruments is well below the number of groups. The
instruments used are strong as Hansen J statistics show a p-value of more than 10% in each
estimation. Furthermore, the p-value of Arellano−Bond tests for first-order serial correlation
AR(1) is significant, while the p-value for second-order serial correlation AR(2) is insignificant,
which validate the use of one year lag of the dependent variable as an instrument.
The study also runs standard estimation (e.g., OLS, FEM and REM) techniques to compare
their results with GMM. The tables used in the appendix section for different models show
different results than GMM in some way. For example, the tables in the appendix for OLS
report a significant impact of individual governance characteristics on the TBL performance of
MFIs. On the other hand, the tables for FEM and REM suggest the limited performance impact
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of MFI corporate governance mechanisms. Although these static models provide different
results from GMM, their results are based on a strong exogeneity assumption. Therefore, this
study claims that prior empirical findings obtained from static estimators are spurious. This is
because these estimators fail to address endogeneity problems in a study.

5.5 Chapter Summary
This chapter discusses the empirical results derived from running various statistical methods.
It presents descriptive statistics to describe data for all studied variables. It runs several
diagnostic tests for panel data to choose the appropriate estimation techniques. The
endogeneity test performed supports the selection of GMM. This chapter also discusses the
empirical results of GMM on the corporate governance -TBL performance relationship. The
results are discussed in line with the research questions, theories and hypotheses. The next
chapter summarises the main results and proposes some future research directions based on
the study limitations.
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CHAPTER 6: SUMMARY AND CONCLUSION
6.0 Introduction
The purpose of this chapter is to provide readers with a summary of the discussion of empirical
results reported in Chapter 5 regarding the impact of corporate governance mechanisms on
the TBL performance of MFIs in South Asia. The chapter consists of five sections. Section 6.1
provides a brief overview of the study. Section 6.2 summarises the empirical results in relation
to research objectives/questions and hypotheses. Section 6.3 presents the study contributions
to the literature, theory and practical/policy implications. Section 6.4 highlights some
limitations of the thesis based on which it proposes future research directions. The final section
(6.5) concludes the chapter.

6.1 Overview of the Thesis
This thesis investigates the impact of various corporate governance mechanisms on MFI TBL
performance in the South Asian geographical context. The motivation for embarking on this
study came from the fact that along with financial and social objectives, modern MFIs are also
focussing on their new objective, which is environmental protection. Accordingly, the study
conducted a systematic literature review on governance and various institutional outcomes of
MFIs. The review found several caveats of existing studies on the topic. More specifically, the
review suggests that prior empirical evidence on the microfinance governance-performance
relationship is inconclusive, and no studies have yet exclusively linked governance to the
environmental performance dimension of MFIs. Building on three dominant theories, this study
developed hypotheses and tested them by analysing empirical data.
The study collected archival data for eight years from 127 MFIs located in Bangladesh, India,
Pakistan, Sri Lanka and Afghanistan. It has used GMM as the primary model to analyse the
data on a dynamic relationship between explanatory and outcome variables. The results
reveal both positive and negative (significant and insignificant) associations among the
variables. The results, in line with the t-test for mean differences, also suggest that the effect
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of ownership on MFI TBL performance differs to some extent due to the differences in
organisational legal forms.
To ensure the robust analysis of data, this study performed various statistical tests such as
VIF, Pearson correlation and DWH tests. The VIF and Pearson correlation tests confirm that
all explanatory variables under investigation are free from a high multicollinearity threat.
Further to these tests, the study also ran the tests for auto/serial correlation, heteroscedasticity
and normality, which violated the assumptions of standard OLS, thus indicating that OLS is
not an appropriate data analysis tool for this study. The DWH test rejected the null hypothesis
concluding that endogeneity prevails among regressors in all models, thus supporting the
choice of system dynamic GMM over static panel estimators. The results obtained from GMM
are robust after controlling for possible sources of endogeneity that exist between explanatory
and predicted variables. Therefore, the study concludes that the results do not suffer from
such serious econometric issues. However, it is necessary to note that this study has also
used static OLS, FEM/REM models (as presented in the appendix section) to compare with
the results of the dynamic GMM estimator.

6.2 Summary of Empirical Results
This section summarises the empirical results obtained from GMM with reference to four
research objectives/questions. Table 6.1 below presents hypotheses developed from the
selected theories to test governance mechanisms and TBL performance relationships of
South Asian MFIs and compares how the study results differ from prior researches.

6.2.1 Board Characteristics and TBL Performance of MFIs
This study has tested several hypotheses about board characteristics and MFI TBL
performance to achieve the first research objective. The results indicate that board
characteristics have differential effects on all sustainability performance dimensions of MFIs.
For example, hypotheses H1a, H1b and H1c predicted a significant positive impact of board
size on the TBL performance dimensions of MFIs. It is, however, found that board size
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significantly negatively affects financial and social outreach performance (positive with the
depth of social outreach) but does not affect the environmental performance of MFIs. The
inverse effect of board size on financial and social performance support the assumption of
agency theory, thereby accepting the proposed hypotheses and confirming that large boards,
compare to small boards, are less effective in functioning for South Asian MFIs.
The results show no influence of board gender diversity on all performance dimensions of
MFIs. Hence, the study rejects hypotheses H2a, H2b and H2c developed from the three main
theories. These results explain that female directors are not important for MFI boards.
Furthermore, boards of MFIs are mostly dominated by male directors. Hence the contribution
of female directors may receive less recognition which can undermine organisational
performance.
Concerning board independence, the results suggest a significant positive impact of the
proportion of independent/non-executive directors on MFI TBL performance. Therefore,
hypotheses H3a, H3b and H3c drawn from all the three theories are accepted at 10%. This
positive impact indicates that having independent outside directors on boards can contribute
significantly to the organisational outcomes of MFIs.
In contrast, CEO duality has no significant implications for financial and social performance
dimensions. However, it has a significant positive influence on MFI environmental
performance at the 10% level. Therefore, hypotheses H4a, H4b and H4c under agency theory
about a negative influence of CEO duality on MFI TBL performance are not supported. The
results suggest that CEO duality orientation has a limited impact on MFI sustainability,
indicating that top managers take the freedom to work on their choice and vision.

6.2.2 Ownership Types and TBL Performance of MFIs
The study has tested some hypotheses about ownership types and the TBL performance of
MFIs to achieve the second research objective. The study finds that ownership types hold
some differences when influencing MFI sustainability performance. For example, results
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suggest that NGOs and cooperatives are negative in explaining both financial and social
outreach performance dimensions of MFIs. While NGO ownership is significant and positive
in determining environmental performance, cooperative ownership has no significant influence
on the environmental performance of MFIs. Notably, cooperative ownership type compared to
NGO ownership is poor in explaining the sustainability performance dimensions of MFIs in
South Asia. The results for the impact of these two ownership types on the TBL performance
only partially support the predictions of agency and stakeholder theories.
On the other hand, some differences exist between the BNK and NBFI ownership statuses.
While BNK has no significant effect on MFI financial performance, NBFI has a small but
statistically significant positive impact on ROA (partially supporting the agency theory and
accepting H6a). Concerning social outreach performance, bank ownership and MFI depth of
social outreach performance yield small but significant positive coefficients. At the same time,
NBFIs do not influence the social outreach performance measures of MFIs. However, these
two ownership types significantly negatively explain the environmental performance of MFIs.
Although banks and NBFIs are categorised as for-profit institutions, clearly their effect on MFI
TBL performance differs in this study. However, these two ownership forms do not hold much
difference from non-profit NGOs and cooperatives in influencing the financial and social
outreach performance of MFIs. Therefore, the study claims that ownership types are not strong
predictors for MFI financial and social outreach performance in the South Asian region.

6.2.3 Audit Quality and TBL Performance of MFIs
This thesis's third objective was to examine the influence of audit quality on MFI TBL
performance in South Asia. Hypotheses H9a, H9b and H9c predicted that audit quality
positively correlates with all performance dimensions of MFIs. Consistent with these
hypotheses, the study results indicate that the Big-4 auditor choice, as a proxy to measure
audit quality, significantly positively influences financial performance (OSS) at the 10% level,
social outreach (LnNAB) and environmental performance (EPI) at the 5% level. However, it
does not affect ROA for financial performance and depth of outreach (LnALB/GN) for the social
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performance of MFIs. Therefore, this study partially accepts the proposed hypotheses that
audit quality is positive and significant in explaining MFI TBL performance in South Asia. The
results also support the agency theory's assumptions that reputable external auditors can
provide independent monitoring to MFIs and reduce information asymmetry. This positive
influence of audit quality may imply that many sampled MFIs hire a Big-4 external auditor to
independently assess the internally generated accounting information and accurately disclose
it to all stakeholders.

6.2.4 Capital Structure and TBL Performance of MFIs
This study's fourth objective was to investigate the association between capital structure and
MFI TBL performance in the South Asian region. Accordingly, the study developed hypotheses
H10a, H10b and H10c to predict this association. The results obtained from GMM suggest a
highly significant negative link between financial performance (OSS) and MFI capital structure
(debt to equity ratio), thereby rejecting H10a at the 1% level. This negative association suggest
that MFIs with financial sufficiency do not use debt funding, which is costly. As per the GMM
output, debt to equity capital structure and MFI social performance yield no significant
correlation, which also goes against the stakeholder theory and rejects H10b. Finally, capital
structure is found significantly negatively (weakly) linked with MFI environmental performance,
thereby rejecting H10c at the 10% level. These results do not lend support for agency theory,
which argues that the debt structure can better monitor the management and resolve agency
problems in a firm. The results also contradict the stakeholder theory perspective. Therefore,
this study asserts that MFIs may bear high debt capital structure costs, which consequently
worsen their sustainability performance.
Overall, the study results suggest that corporate governance characteristics, apart from board
gender diversity, influence each TBL performance dimension differently. This means they can
significantly explain either one or two performance dimensions, but not all. Therefore, this
thesis claims that no corporate governance variables can fully explain the sustainability level
performance of MFIs in the South Asian region. The only exceptions relate to board
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independence and Big-4 auditor choice that are relatively significant in predicting all
performance variables of MFIs. As per the GMM outcome, significant associations across all
models have been found between past realisation and present realisation of all performance
dimensions. This confirms that past values are significant predictors for the current values of
MFI TBL performance. Further, the GMM results, as discussed in Chapter 5, for the corporate
governance-TBL performance relationship of MFIs stand for and against the empirical findings
obtained from standard statistical methods by prior studies. Therefore, this thesis points out
that any corporate governance-performance relationship with endogeneity problems must be
addressed using GMM to produce valid estimates.
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Table 6.1: Summary of Hypotheses for Corporate Governance Mechanisms and MFI TBL Performance
Financial Performance

Social Outreach Performance

Environmental Performance

Variables

Hypotheses

Past study results

Hypotheses

Past study results

Hypotheses

Past study results

LnBSIZE

H1a: Accepted

Positive (Bassem, 2009;

H1b: Accepted

Positive (Bassem, 2009)

H1c: Rejected

Positive (Walls et al., 2012)

H2b: Rejected

Positive (Estapé-Dubreuil and

H2c: Rejected

Kyereboah-Coleman and Osei,
2008)
BGD

H2a: Rejected

Positive (Strøm et al., 2014)

Torreguitart-Mirada, 2015)
BDIND

H3a: Accepted

Positive (Hartarska, 2005)

H3b: Accepted

Negative (Thrikawala et al.,

H3c: Accepted

2017)
CEODL

H4a: Rejected

Negative (Gohar and Batool,

H4b: Rejected

2015)

Negative (Van Damme et al.,

H4c: Rejected

2016; Kyereboah-Coleman

Negative (Hussain et al.,
2018)

and Osei, 2008)
NGO

H5a: Rejected

Positive (Gohar and Batool,

H5b: Rejected

2015; Mersland and Strøm,

H6a: Rejected

Positive (Bayai and Ikhide, 2018)

H5c: Accepted

Negative (Mia et al., 2018)

H6c: Rejected

Positive (Mia et al., 2018)

H7c: Rejected

Positive (Allet and Hudon,

Torreguitart-Mirada, 2015;

2008a)
COOP

Positive (Estapé-Dubreuil and

Mersland and Strøm, 2008a)
H6b: Rejected

Positive (TchakouteTchuigoua, 2010)

BNK

H7a: Rejected

Negative (Barry and Tacneng,

H7b: Accepted

2014)
NBFI

H8a: Rejected

Negative (Barry and Tacneng,

Negative (Barry and Tacneng,
2014)

2015)

H8b: Rejected

(Mersland and Strøm, 2008a)

H8c: Accepted

H9b: Accepted

Negative (Hartarska, 2005)

H9c: Rejected

H10b: Rejected

Positive (Kyereboah-Coleman,

H10c:

2007a)

Rejected

2014; Hartarska, 2005)
Big-4 AUD

H9a: Accepted

Negative (Nihel and Younes,
2015)

DER

H10a: Rejected

Positive (Abrar and Javaid, 2016)
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Positive (Mia et al., 2018)

6.3 Thesis Contributions to Literature
6.3.1 Contributions to the Empirical Literature
The current study contributes to the existing body of literature on microfinance governance in
several dimensions.
First, the study has investigated the influence of various corporate governance attributes on
three performance dimensions of MFIs. To the best of the author’s knowledge, this is the first
attempt to address this relationship in the context of South Asia. Although there are a
considerable number of studies on governance and MFI dual mission (financial and social
performance), empirical evidence, as the findings of the systematic review suggest, is
paradoxical. Also, no prior studies have yet linked various corporate governance actors to MFI
environmental performance. This situation is surprising since MFIs, being motivated by their
financial and social objectives, also consider the environmental objective. Hence, this study
addresses all performance dimensions and contributes significantly to the literature by
connecting them to several governance variables.
Second, a limited number of past empirical studies examined the influence of various
ownership types on MFI TBL performance. The majority of previous authors classified MFI
ownership into two categories - non-profit and for-profit. As a result, studies predominantly
used a dummy measure of either non-profit ownership status for NGOs and cooperatives or
for-profit ownership status for banks and NBFIs. Despite having the same financial and social
motives, the relative weights of MFIs vary across their institutional types (Servin et al., 2012).
For example, banks, cooperatives and NBFIs distribute profits to their stakeholders while
NGOs do not. Although banks and NBFIs are shareholder firms, NBFIs face legal restrictions
to financial services (Servin et al., 2012). Unlike banks and NBFIs, board members of nonprofit MFIs rarely have a financial stake in individual institutions. They often lack financial
expertise in managing the risk, thus decreasing their ability to monitor the top management.
These distinctions of MFIs indicate that it is more appropriate to look at different MFI ownership
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types separately rather than examine them jointly to capture their effect on institutional
performance. The present study has considered this issue to add new knowledge to the MFI
governance literature.
Third and final, concerning the methodological application, the study has applied a powerful
panel data estimation method (system GMM) for examining the association between
governance attributes and sustainability performance of MFIs. By using the system GMM
approach, this study finds that the three performance dimensions' past values significantly
positively affect their present values, confirming a dynamic endogeneity between the
variables. The choice of GMM relates to the reasoning that explanatory and outcome variables
are endogenously determined, which cannot be controlled by any traditional static panel
models that received much attention from past authors in this field. As explained in the
methodology chapter, there are three endogeneity sources, which can be controlled by GMM
only. Hence, by controlling for the endogeneity, this research has produced more reliable
conclusions about the causal association between corporate governance and TBL
performance of MFIs. It follows some governance researchers who assert that the association
between explanatory and outcome variables must be tested applying dynamic rather than
static models (Akbar et al., 2016; Nguyen et al., 2015a; Wintoki et al., 2012). Accordingly,
results obtained from GMM indicate that some governance variables are insignificant in
explaining the different outcome variables, which have been found significant by previous
studies that used weak panel data analysis techniques. In this context, the study carries much
value from the methodological point of view.

6.3.2 Contributions to Theory
Theoretically, the study has used multi-theoretic directions to develop various hypotheses and
test them empirically. As mentioned in Chapter 3 for the literature review, previous studies
have majorly used single agency theory and, to a lesser extent, resource dependence theory
and stakeholder theory. Only a few studies have used these three theories together to explain
the association between some governance mechanisms and MFI performance. It is claimed
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that no single theoretical framework can sufficiently explain the hypothesised relationships
(Hussain et al., 2018; Walls et al., 2012). Therefore, integrating agency theory with resource
dependence and stakeholder theories into the research helps understand the board oversight
role of management, resource provision & counselling, and firm-stakeholder relationships. In
light of this reasoning, the current study applies a multi-theoretic framework to capture a
broader picture of MFI governance, which adds some value to the literature. Using these three
dominant paradigms in an underexplored region (South Asia) to specifically understand MFI
governance may also favour the theoretical extension.
Further, this research highlights the lacuna of the agency framework and adopts multiple
theories to study various corporate governance dimensions. It shows the complementarities
of selected theories by partly using them to develop different hypotheses. For instance, the
claims about board size, CEO duality, NBFI ownership, cooperative ownership, audit quality
and capital structure are mainly, but not exclusively, based on the economic theory of agency
to predict the TBL performance of South Asian MFIs. Similarly, hypotheses relating to the
effect of board gender diversity, board independence and bank ownership on MFI TBL
performance are developed through the lenses of agency theory, resource dependence theory
and stakeholder theory. On the other hand, the stakeholder theory is applied to develop
hypotheses concerning the impact of NGO and COOP on MFI TBL performance. This theory
has also been blended with the agency and resource dependence theories to explain the
social and environmental effects of some governance mechanisms.
As reported in Chapter 5, the study has unravelled some interesting results that provide
evidence to the three theoretical views on the relationship between corporate governance and
MFI TBL performance. However, it is noteworthy that each theory has received only partial
support from the current study results. For example, the results obtained from the dynamic
GMM panel estimator on the impact of board size, board independence and audit quality on
MFI TBL performance provide some support for the agency, resource dependence and
stakeholder theories. Interestingly, the new results for the impact of NGO and bank ownership
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types on the sustainability level performance of MFIs lend some support for the stakeholder
perspective, albeit these results do not support the agency view. This implies that an
integrative theoretical framework can be valid when applied to MFIs with multiple missions.

6.3.3 Contributions to Policy and Practice
Along with some contributions to the empirical and theoretical literature, the study also offers
several insightful policy implications based on the empirical findings reported in Chapter 5.
First, there is increasing attention of policymakers and regulators towards the sustainability of
MFIs. Especially, policymakers are much aware of the social impact of MFIs and the adverse
effect of their borrowers’ business activities on the environment. Along with the financial and
social bottom line, the study also considers the environmental bottom line for MFI
sustainability. It investigates if governance can play any role in shaping these three
sustainability measures. The results suggest that governance mechanisms are important
predictors of MFI TBL sustainability performance. Hence, the study results may benefit
policymakers in setting out policy guidelines for MFIs to adopt good corporate governance
practices to promote sustainable development. Policymakers and regulators may also
consider the study results and persuade MFIs to disclose various sustainability performance
indicators in their annual reports by following the GRI framework.
Second, interestingly, the statistical results derived from GMM show an insignificant effect of
board gender diversity on MFI TBL performance. Specifically, board gender diversity, a vital
governance aspect for MFIs, does not significantly influence the three performance
dimensions. This is surprising since MFIs hire female board members to monitor better the
management and possess more customer information. One possible explanation for the lower
impact of female directors on MFI social and financial performance could be that South Asian
countries are mostly a male-dominated society, where skill underestimation and inferiority
often prevail that may hinder the contribution of female directors to organisational value
creation. Hence, policymakers and regulators can benefit from the study results and formulate
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policies that can induce MFIs to set criteria for appointing female directors based on their prior
experience in the field. Regulators can also pass certain rules to ensure equality and freedom
of functionality for women directors on MFI boards.
Third, this study also verifies the existence of any significant differences in performance by
the legal status of MFIs in the South Asian region. The new results obtained from the dynamic
model show that the ownership types of MFIs differ somehow in explaining their sustainability
performance. The results on the performance impact of NGOs and cooperative/credit unions
have implications for policymakers and regulators. The results will help policymakers and
regulators to take initiatives and impose laws upon NGOs because their social performance
is significantly negative. Also, their effect on the depth of social outreach is poor. The negative
and poor social performance impact indicates that non-profit NGOs are gradually shifting away
from the social mission in the South Asian context, thereby signalling their mission drift. Thus,
it requires further policy implications in that NGOs are perhaps following the business model
of for-profit institutions like banks and NBFIs. Regulators can also look at the study outcome
and impose rules on credit cooperatives due to their poor financial and social performance in
this region.
Fourth and final, capital structure is the cornerstone for microfinance performance. Capital
providers such as donors, commercial banks and other national and international social
investors provide finance to MFIs to help them run their business operations and increase
poverty/social outreach. This study used the debt to equity ratio as a measurement proxy for
capital structure. However, the results from GMM show an insignificant effect of debt to equity
capital structure on MFI social and environmental performance. The rationale for this effect,
as discussed in Chapter 5, can be posited that MFI managers are perhaps not willing to utilise
externally raised debt funds in social outreach and environmental activities. This may be due
to the high transaction costs associated with debt that is perhaps not affordable to many MFIs;
thereby requiring alternative financing (i.e., more donation, equity capital, voluntary savings,
interest-free debt finance and other low-cost funds) for their business operations. Regulators
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can take this issue into their account since MFIs are regarded as social organisations, which
should be encouraged to attract funding from social investors rather than commercial
investors.

6.4 Limitations of Study and Future Research Directions
Similar to all researches, the current study suffers from several limitations, which are as
follows:
To start with, this study is plagued by insufficient data in the public domain for corporate
governance mechanisms of MFIs from the selected countries. The databases used in this
study are comprehensive. However, they do not hold much information about governance
variables such as stakeholder representatives, audit committee characteristics, CEO tenure
and board diversity. Furthermore, MFIs do not always disclose in their annual reports or
provide the MIX Market with a complete list of sustainability performance measurements, as
defined by the GRI sustainable development framework. Future studies may consider these
variables to predict MFI TBL performance to understand the subject matter better if data is
available. Studies may also consider examining the interplay between internal and external
corporate governance mechanisms (Cuomo et al., 2016; de Haan and Vlahu, 2016) and how
they affect various institutional logics of MFIs (Nihel and Younes, 2015).
Second, there are eight countries in the South Asian region, according to the World Bank.
These countries are Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and
Sri Lanka (SAMN, 2010). However, the current study analysis is limited to MFIs from
Bangladesh, India, Pakistan, Sri Lanka and Afghanistan, thereby omitting Bhutan, Maldives
and Nepal due to data restrictions. Hence, the results obtained from the statistical analysis
may not be generalised to all countries. The inclusion of institutions from these countries in
the study sample could better represent the entire South Asian region. Hence, future scholars
can address this limitation depending on data availability. Furthermore, future scholars can
extend the current line of enquiry in various other parts of the world.
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Third, this study sample includes MFIs whose reports are audited by various external auditors,
be it Big-4 or non-Big-4. The majority of these institutions are regulated, and, to a large extent,
they fulfil the required data for this study. The study sample has excluded MFIs with unaudited
and unreliable financial reports. However, these MFIs have contributed to the income
generation of socially disadvantaged communities and the overall economic growth of these
countries (Thrikawala, 2016). Hence, the study is not devoid of sample selection bias. Given
this situation, future research can address the relationship between governance and TBL
performance of non-audited MFIs in similar countries, though the challenge of integrating data
could be insurmountable.
Fourth, the nature of research questions and the type of variables support quantitative
methodology for this study. Future studies can apply the qualitative method to look into
different MFI governance issues. Qualitative studies on microfinance governance will help
gain a deeper understanding of MFI boardroom behaviour. Studying boardroom interaction is
pivotal to understanding how boards of MFIs work, as they are usually composed of diverse
stakeholder representatives such as clients, donors, employees and investors (Mori and
Mersland, 2014). Conflicts may arise from various stakeholders on boards with diverse
interests, resulting in contrasting opinions on the board decision making (Hermes, 2019). MFI
boards must negotiate with members representing different stakeholders’ interests to manage
conflicts. How MFI boards manage conflict is an interesting topic for research, which can be
explored through a qualitative approach. To do so, potential researchers can conduct in-depth
interviews and/or observations with MFI board members on board process, roles and
responsibilities. Future scholars can also collect directors’ views and perceptions of how
decisions are made to achieve different institutional goals. Also, future scholars could combine
interviews with regression analysis (qualitative and quantitative methodologies). The
advantage of using both methodologies is that studies would contain extra granularity in their
findings and perhaps one methodology confirming the other one's results and vice versa
(Evanschitzky and Goergen, 2018).

175

Fifth, although this study has applied a multi-theoretic framework to address the corporate
governance mechanisms and MFI TBL performance associations, it mainly focused on three
common theories - agency theory, resource dependence theory and stakeholder theory.
Future scholars can draw on a new theoretical lens to study MFIs governance, for example,
the behavioural theory of governance. The behavioural theory posits that distinct coalitions of
groups in a firm have diverse preferences, leading to conflicts of interest between these groups
(Cyert and March, 1963). In this vein, boards as corporate governance institutions can resolve
these conflicts through negotiation between various coalitions and establishing controls so
that firms aiming to achieve the goals reflect the dominant coalition's preferences (Desai,
2016; Van Ees et al., 2009; Elghuweel et al., 2017). Hence, future studies can investigate MFI
corporate boards and governance building on this theory.
Sixth and final, given the weakness of standard OLS, FEM, REM and IV estimators as
discussed in Chapter 4, this study uses the system GMM as a robust estimation technique to
deal with various endogeneity sources. The empirical results suggest that governance and
MFI TBL performance variables are indeed endogenously determined, supporting the
assumptions of GMM. However, this estimator is subject to its inherent limitations. First, the
validity of GMM is often undermined if the number of instruments outsmarts the number of
groups. Therefore the rule of thumb is to reduce the number of instruments from the model to
overcome instrument proliferation (Mia and Lee, 2017; Roodman, 2009). Notably, a higher pvalue (but below 100%) of the Hansen-J test means the set of instruments selected are
stronger. Second, the actual standard deviation of estimates can be systematically
underestimated when system GMM reports two-step standard error. Third, one should take
extra care when specifying the dynamic system GMM since the misspecification of it will lead
to spurious results, just like other static panel models (Duru et al., 2016). Fourth and Final,
using deeper lags can weaken instruments' power (Wintoki et al., 2012) and reduce the
number of observations. Nevertheless, these limitations have been considered in Chapter 5
of this thesis.
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6.5 Conclusion
This chapter summarises the findings that are discussed in Chapter 5. This study's core
purpose is to investigate whether there is a causal effect of various corporate governance
attributes on MFI economic, social and environmental sustainability performance in five
selected South Asian developing economies, as presented in the conceptual framework. In
fact, the lack of research on this topic has proved that the current study is timely and fruitful.
Results obtained from the statistical analysis show a significant relationship between MFI
governance and TBL performance. The empirical evidence suggests that corporate
governance mechanisms are important to shape multiple missions of MFIs in selected
countries. However, this relationship is explained differently by different explanatory variables,
and some explanatory variables do not predict the outcome variables. The findings are
discussed with the proposed hypotheses. Further, the study has used GMM and found a
dynamic endogeneity in the corporate governance-TBL performance relationship. The study
results suggest that MFI performance variables' past values influence their current values,
confirming dynamic endogeneity in the dataset.
The thesis makes several contributions to the governance literature by, for the first time,
addressing the impact of different corporate governance actors on multiple institutional logics
of MFIs. More specifically, it addresses the relationship in the South Asian market context,
which has received little attention from governance scholars in the domain of microfinance.
Furthermore, the study results lead to some important policy implications for MFI governance
and institutional sustainability. Finally, based on the study limitations, this chapter showcases
additional avenues for future research on governance and sustainability level performance of
MFIs.
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Appendix 2: List of Studies for Systematic Review
Author(s) and
year
Abate et al.
(2014)

Beisland et al.
(2015)
EstapéDubreuil and
TorreguitartMirada (2015)
Chakrabarty
and Bass
(2014)

Research title/ question

Research
Theory(ies)
approach/data
A trade-off between cost Quantitative/longitudinal Agency theory
efficiency and MFI social data
outreach
performance:
the role of ownership
Governance
and Quantitative/longitudinal Agency theory
microfinance audit quality data
Governance,
social
performance disclosure
and MFI performance:
does ownership structure
matter?
Board composition and
institutional voids of MFIs

Hartarska and
Mersland
(2012)
Djan and
Mersland
(2017)

Social
performance
efficiency
and
microfinance governance
Does religious affiliation
design MFI governance
structure?

Siwale and
Okoye (2017)

Regulation and MFI social
sustainability

Synopsis of research findings

The study finds a trade-off between cost
efficiency and social outreach performance of
global MFIs. Financial cooperatives are more
cost-effective than Shareholding MFIs.
Governance positively influences MFI audit
quality, measured by Big-4 auditor choice and an
internal auditor's presence.
Quantitative/longitudinal Agency
and Governance is more important for financial
data
stakeholder
performance than for social performance. NGO
theories
ownership
influences
social
outreach
performance better than other forms of
ownership.
Quantitative/longitudinal Agency,
Board composition is a determinant of MFI
data
stakeholder,
operating costs at the bottom of the pyramid
stewardship,
(BOP) level.
resource
dependence and
institutional
theories
Quantitative/longitudinal Agency theory
Various corporate governance mechanisms help
data
MFIs in reaching out to poor clients - defined as
social performance efficiency.
Quantitative/longitudinal Agency,
In comparison to secular MFIs, Christian MFIs
data
institutional,
are less regulated, and they have a higher quality
ownership cost of auditing, higher board meeting frequencies
and stewardship and recruit more international directors.
theories
Qualitative/in-depth
No theory applied Regulatory provisions do not help MFIs achieve
interview data
their social goal in Nigeria and Zambia.
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Author(s) and
year
Siwale and
Okoye (2017)
Mersland and
Strøm (2008a)

Mori et al.
(2015)

Allemand et al.
(2013)
Randøy et al.
(2013)

Research title/ question

Research
approach/data
Regulation and MFI social Qualitative/in-depth
sustainability
interview data
Performance, ownership Quantitative/longitudinal
and trade-offs in MFIs
data

Theory(ies)

Synopsis of research findings

No theory applied Regulatory provisions do not help MFIs achieve
their social goal in Nigeria and Zambia.
Ownership
Ownership type does not explain MFI
theories
performance. Non-profit NGOs and for-profit
MFIs hold a minimal difference in their
performance.
Board composition and Quantitative/longitudinal Agency
and The social outreach performance of MFIs is
MFI
social
outreach data
resource
positive with boards of independent and
performance
in
East
dependence
international directors.
Africa
theories
Role of the board of Qualitative/interviews
Agency theory
Cooperative boards play a pivotal role in
directors in microfinance and observation
monitoring senior management and guiding a
cooperatives
strategy to improve firm performance.
Entrepreneur-CEOs and Quantitative/longitudinal Motivated agent In contrast to hired CEOs, entrepreneur-CEOs
performance of global data
theory
help MFIs bear lower operating costs and achieve
MFIs
greater financial sustainability and social
outreach.

Nihel and
Younes (2015)

External Governance and Quantitative/longitudinal No theory applied External corporate governance mechanisms
MFI dual mission in Africa data
determine the dual mission (financial and social
performance) of MFIs in Africa

TchakouteTchuigoua
(2015a)
Strøm et al.
(2014)

Determinants
of
microfinance governance
quality
Governance,
female
leadership
and
performance of global
MFIs
Microfinance performance
and governance

Mersland and
Strøm (2009)

Quantitative/longitudinal No theory applied Board expertise, board activity and ownership
data
status determine the governance quality of global
MFIs.
Quantitative/longitudinal Critical
mass The connection between governance and female
data
theory
leadership is weak. The female CEO and the
female
chair
positively
influence
MFI
performance.
Quantitative/longitudinal No theory applied MFI financial and social performance improves
data
with CEO duality, foreign directors and internal
auditor presence. However, there is little or no
influence of competition, ownership type and
regulation on MFI performance.
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Author(s) and
year
Hartarska
(2005)

Research title/ question

Research
Theory(ies)
approach/data
Microfinance governance Quantitative/longitudinal Agency theory
and
performance
in data
Europe

Hartarska
(2009)

External governance and Quantitative/longitudinal
microfinance performance data

TchakouteTchuigoua
(2010)

Do MFIs with different Quantitative/longitudinal
legal statuses explain data
their
performance
differently?

Barr et al.
(2005)

Governance of Ugandan Quantitative/longitudinal
NGOs
data

Quayes and
Hasan (2014)

Financial disclosure and Quantitative/longitudinal
financial performance of data
MFIs

Barry and
Tacneng
(2014)

Institutional
quality, Quantitative/longitudinal
governance
and data
performance of MFIs in
Sub-Saharan Africa

213

Synopsis of research findings

Some corporate governance mechanisms such
as board diversity, CEO compensation, external
audit, and stakeholders on boards have little
influence on the performance of MFIs in Central
and Eastern Europe and the newly independent
states. However, MFI performance improves with
board independence.
Financial performance and social outreach have
a
trade-off
due
to
the
stakeholders’
representation.
No theory applied Some but not all rating agencies play a role in
disciplining the MFI management. External
auditor choice and regulation do not influence
MFI performance.
Agency theory
The legal statuses of MFIs influence their
performance. However, performance varies
significantly across MFI legal statuses (i.e.,
cooperatives, non-profit institutions and private
microfinance providers).
No theory applied NGOs are monitored primarily by grant agencies,
moderately by the internal board of trustees and
a little by government.
Agency,
The level of financial disclosure affects MFI
stakeholder,
financial
performance.
Disclosure
and
resource
performance variables are endogenously
dependence
determined.
theories
Agency theory
Financial performance and social outreach are
better for NGOs than for cooperatives and
shareholding MFIs. However, the performance
improves for cooperatives and shareholding MFIs
with strong institutional quality.

Author(s) and
year
Servin et al.
(2012)

Research title/ question

Beisland et al.
(2014)

Governance
performance
MFIs
Governance
microfinance
performance
Governance
performance
Ghana
Governance
of Conceptual study
microfinance: a long and
winding road
Historical research on Literature review
microfinance governance

Bakker et al.
(2014)
KyereboahColeman and
Osei (2008)
Labie (2001)

Mersland
(2011)

Thrikawala et
al. (2017)

Thrikawala et
al. (2016a)

Research
Theory(ies)
approach/data
Technical efficiency and Quantitative/longitudinal No theory applied
ownership of MFIs in Latin data
America

Synopsis of research findings

NBFIs and banks have higher technical efficiency
than cooperatives and NGOs. Ownership type is
significant for the technical efficiency of MFIs.
Technical efficiency is measured by stochastic
frontier analysis (SFA).
and rating Quantitative/longitudinal No theory applied Competition,
internal auditors and foreign
of global data
directors positively while CEO duality negatively
affect MFI rating scores
and Quantitative/longitudinal No theory applied Financial sustainability of MFIs measured by
data
ROA, OSS and FSS is positively associated with
inside directors but negatively with regulation
and Quantitative/longitudinal Agency theory
Profitability and social outreach are positively
of MFIs in data
associated with the governance of MFIs.
No theory applied The study provides some insights into the
importance of governance for MFIs.

Stakeholder and Bank associations, donors, depositors and local
agency theories
communities are important corporate governance
mechanisms to discipline MFI management and
secure the organizations.
Dynamic endogeneity and Quantitative/longitudinal Agency,
The study finds a dynamic relationship between
microfinance governance data
institutional,
some
governance
variables
and
MFI
and performance
resource
performance in India and Sri Lanka using the
dependence,
GMM estimation technique. The performance
stakeholder and effect of some corporate governance variables is
legitimacy
insignificant.
theories
The relationship between Quantitative/longitudinal Agency theory
Board attributes are important determinants of
board structure and MFI data
MFI performance in Sri Lanka.
performance
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Author(s) and
year
Nalukenge et
al. (2017)

Aboagye and
Otieku (2010)

Augustine et al.
(2016)
Bibi et al.
(2018a)

García-Perez
et al. (2017)

Research title/ question
Governance,
controls and
reporting

Research
approach/data
internal Quantitative/survey
financial data

Theory(ies)

Synopsis of research findings

Agency
and Internal control and financial reporting are
Stewardship
influenced by MFI membership with the
theories
Association of Microfinance Institutions in
Uganda (AMFIU), board role performance, and
board expertise. However, board independence
and CEO non-duality do not explain these
variables.
Governance
and Quantitative/survey and No theory applied corporate
governance
mechanisms
and
microfinance performance longitudinal data
corporate governance plus - modern technology
in Ghana
- do not influence the financial performance of
Ghanaian rural community banks (RCBs)
Gender diversity and MFI Quantitative/longitudinal Gender
Role Gender diversity, both at board and staff levels,
performance
data
theory
influences MFI financial performance measures ROA and OpEx.
Gender, governance and Quantitative/longitudinal No theory applied MFI efficiency is strongly related to female loan
efficiency of South Asian data
officers and governance. Further, the financial
MFIs
efficiency of South Asian MFIs is better than
social efficiency.
A literature review of Literature review
No theory applied This review study finds literature on MFI
microfinance
economic, social, environmental and governance
sustainability
(ESEG) sustainability is scarce. Hence, it offers
some directions for future research

Dato et al.
(2018)

Board committees of MFIs Quantitative/longitudinal Agency
and The board committee structure is a significant
and
institutional data
resource
predictor of MFI performance in Ethiopia. There
performance
dependence
is also a moderating effect of board committees
theories
on the relationship between board size and MFI
financial and social performance.

Wamba et al.
(2018)

Governance
and Quantitative/longitudinal Agency theory
performance of MFIs in survey data
Cameroon
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Performance is significantly influenced by
corporate governance mechanisms, including the
ownership structure of MFIs

Author(s) and
year

Research title/ question

Augustine
(2012)

Good
governance Mixed
methodology/
practices
and longitudinal data, case
microfinance performance studies, interviews and
survey
Business education of Quantitative/longitudinal
CEO and microfinance data
performance
Governance
and Quantitative/longitudinal
microfinance performance survey
and
crossin the Euro-Mediterranean sectional data
region

Pascal et al.
(2017)
Bassem (2009)

Mori and
Charles (2018)

Tanin et al.
(2019)

Gupta and
Mirchandani
(2019)
Hartarska and
Nadolnyak
(2008)

Research
approach/data

Theory(ies)
Agency
institutional
theories

and MFI performance is positive with firm-level
transparency – a proxy for good governance
practice.

CEOs with business education influence the
performance of global MFIs better than CEOs
with other educational backgrounds.
Agency theory
MFI performance (financial and social) is positive
with board size, directors’ independence, auditing
and regulation. CEO compensation and ratings
do not influence firm performance. Gender
diversity and NGO ownership improve MFI social
performance. The impact of CEO experience is
positive on financial performance but negative on
the social performance of MFIs.
Board directors’ role in Qualitative
/interview Agency, resource The role of board directors lies in formulating
family-owned MFIs in data
dependence and strategy, mobilizing resources and controlling the
Tanzania
stewardship
institutions.
MFI
age,
ownership
and
theories
shareholders determine the selection of board
directors.
The
prosperity
of Quantitative/longitudinal No theory applied The financial performance of global MFIs is
microfinance.
The data
associated with social performance but not
influence of economic,
related to environmental and governance
social and governance
performance dimensions.
(ESG) on MFI financial
performance
Social performance and Quantitative/longitudinal Agency theory
Non-profit MFIs (cooperatives and NGOs)
governance of global data
perform socially better than for-profit MFIs (banks
MFIs
and NBFIs).
Funding structure and Quantitative/longitudinal No theory applied MFIs raise debt and equity funding through some
rating of global MFIs
data
of the rating agencies sampled in the study.
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Institutional
theory

Synopsis of research findings

Author(s) and
year
Saeed et al.
(2018)

Research title/ question

Beisland et al.
(2018)

Big-4 auditor selection Quantitative/longitudinal No theory applied
and MFI debt financial
data

Van Damme et
al. (2016)

Microfinance governance Quantitative/longitudinal Agency
and
and efficiency in Sri Lanka data
resource
dependence
theories
Internationalization
and Quantitative/longitudinal Agency
and
performance of global data
resource
MFIs
dependence
theories

Mersland et al.
(2011)

Research
Theory(ies)
approach/data
Governance
and Quantitative/longitudinal No theory applied
microfinance performance data
in South Asia

Thrikawala et
al. (2015)

Governance and social Quantitative/longitudinal No theory applied
outreach performance of data
Sri Lankan MFIs

SaraswathyAmma et al.
(2019)

Regulation, governance Quantitative/crossquality and performance sectional survey data
of Indian MFIs

Public
interest
and stakeholder
theories
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Synopsis of research findings
While MFI financial performance is associated
with board size, female CEO and individual
lending, social performance is associated with
regulation and urban market operation. The loan
size increases with regulation, while the
operating cost of MFIs decreases with individual
lending during the economic crisis period.
MFIs attract government agency debt,
international commercial debt and subsidized
debt through the choice of Big-4 audit firms.
There is no association between Big-4 auditor
choice and local commercial debt financing.
Smaller board size and gender diversity positively
affect MFI Financial efficiency. MFI social
performance is negative with CEO duality and
women CEO.
The social performance of an MFI improves when
the company has international networks,
international initiator, international debt and
International directorship. However, the impact of
internationalization on MFI financial performance
is insignificant.
Female chair increases the number of active
borrowers but decreases the average loan size.
Client representation and female directors lessen
the client outreach performance of MFIs while
female and international directors increase the
average loan size.
MFI performance is positive with RBI regulation
but negative with boardroom conflicts and AP
ordinance.

Author(s) and
year
Wale (2015)

Hasan et al.
(2018)

Research title/ question

Research
Theory(ies)
Synopsis of research findings
approach/data
Governance
and Quantitative/longitudinal No theory applied Gender diversity is positively, but directors’
performance of Ethiopian data
financial skills and local businessmen on boards
MFIs
are negatively associated with MFI depth of
outreach
performance.
The
financial
sustainability of MFIs improves with rating and
regulation. The number of women borrowers
worsens with the ownership structure.
Governance and financial Quantitative/longitudinal Agency
and MFI financial performance decreases with board
performance
of data
stakeholder
size and board experience but increases with
Bangladeshi MFIs
theories
CEO duality, directors’ education, board and
management gender diversity.

SaraswathyAmma et al.
(2019)

Regulation, governance Quantitative/crossquality and performance sectional survey data
of Indian MFIs

Iqbal et al.
(2019)

The impact of governance Quantitative/longitudinal Agency
and
on MFI performance in data
resource
Asia
dependence
theories
Microfinance performance Literature review
No theory applied
and its determinants

Hermes et al.
(2018)

Public
interest MFI performance is positive with RBI regulation
and stakeholder but negative with boardroom conflicts and AP
theories
ordinance.

García-Pérez
et al. (2018)

Microfinance
sustainability
development

Quantitative/longitudinal No theory applied
data

Hermes (2019)

Microfinance governance

Literature review
(Book chapter)

Ndaki et al.
(2018)

CEO tenure and financing Quantitative/longitudinal Agency, pecking
structure of global MFIs
data
order and tradeoff theories

No theory applied
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Financial performance and MFIs governance
index hold a bidirectional relationship.

This literature survey finds contradictory results
of empirical studies on the performance effect of
MFI governance.
All four sustainability areas (i.e., governance,
financial, social and environmental performance)
do not have equilibrium. Hence, MFIs still follow
a dual sustainability approach.
This literature survey reviews empirical studies
on governance and MFI performance and
proposes future research on the topic.
There is a positive relationship between MFI debt
capital and CEO tenure.

Author(s) and
year
Gohar and
Batool (2015)

Adusei and
Obeng (2019)

Research title/ question

Research
Theory(ies)
Synopsis of research findings
approach/data
Governance
and Quantitative/longitudinal No theory applied Board size decreases the economic performance
performance of MFIs in data
but increases the social outreach performance of
Pakistan
MFIs. While the impact of CEO duality on MFI
performance is negative, gender diversity does
not influence performance.
Women
directors
on Quantitative/longitudinal Agency, pecking There is a negative relationship between women
boards and financing data
order and trade- directors on boards and the financing structure of
structure of global MFIs
off theories
global MFIs.

Galema et al.
(2012b)

Microfinance governance

Ahmed and
Khan (2016)

Governance
and Quantitative/longitudinal Agency theory
microfinance disclosure survey data
quality in Bangladesh

Shettima and
Dzolkarnaini
(2018)

Board structure and MFI Quantitative/longitudinal Agency theory
performance in Nigeria
data

Boubacar
(2018)

Internal
corporate
governance mechanisms
and performance of MFIs
in Nigeria
CEO
power
and
microfinance performance

Galema et al.
(2012a)
Labie and
Mersland,
(2011)

Literature review
(Book chapter)

Agency theory

Quantitative/longitudinal Agency theory
data

Based on past empirical studies' contradictory
findings, this literature survey offers some
research roadmaps on microfinance governance
and performance.
Disclosure quality is positively related to meeting
frequency and education of MFI board directors.
However, the board size, board independence
and external auditor choice do not influence MFI
disclosure quality.
While board size positively affects MFI
performance, board gender diversity does not
influence it. Overall, MFIs follow good
governance in Nigeria.

There is a positive association between MFI
financial (ROA) and social outreach (loan size).
CEO duality enhances the economic viability of
MFIs.
Quantitative/longitudinal No theory applied MFI performance decreases with CEO power.
data
Compared to other MFIs, NGOs have more
powerful CEOs.
Governance challenges in Literature review
No theory applied This literature survey reviews empirical studies
microfinance
(Book chapter)
on governance and MFI performance and
proposes future research on the topic.
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Author(s) and
year
KyereboahColeman
(2007b)

Research title/ question

Research
Theory(ies)
approach/data
Microfinance
capital Quantitative/longitudinal Agency, pecking
structure
and
its data
order and tradedeterminants in Ghana
off theories

Synopsis of research findings

Both long-term and total leverage are positively
associated with board independence but
negatively associated with CEO tenure. MFI longterm leverage is negatively related to CEO
duality.
Nawaz et al.
Endogeneity
of Quantitative/longitudinal Agency
and Social performance and MFIs governance index
(2018)
governance and MFI data
stakeholder
hold a bidirectional relationship.
social performance in Asia
theories
Thrikawala et
corporate
governance Quantitative/longitudinal No theory applied MFI financial performance improves with board
al. (2016b)
practices
and data (Book chapter)
size and client representation, while MFI social
performance of MFIs
performance improves with foreign directors.
There is a negative impact of board gender
diversity, board independence and internal
auditor on MFI performance. Past values of MFI
performance significantly and positively affect
their present values.
Mori
et
al. Determinants
of
MFI Quantitative/longitudinal Agency
and Regulation, founders' presence and international
(2013)
board in East Africa
data
resource
influence are important determinants of some
dependence
board characteristics of MFIs, such as board size,
theories
board
nationality
diversity
and
board
independence

220

Appendix 3: Shapiro-Wilk Normality Test for Transformed and Winsorised Nondummy Variables
Variables

Obs.

W

V

z

Prob>z

ROA

922

0.7102

169.7220

12.6720

0.0000

OSS

936

0.9421

34.3890

8.7370

0.0000

LnNAB

935

0.9877

7.3290

4.9190

0.0000

LnALB/GNI

925

0.9095

53.1670

9.8080

0.0000

EPI

874

0.9740

14.4880

6.5840

0.0000

LnBSIZE

943

0.9754

14.7080

6.6420

0.0000

BGD

943

0.9469

31.7450

8.5420

0.0000

BDIND

935

0.8755

73.8700

10.6250

0.0000

CEODL

947

0.9882

7.0520

4.8270

0.0000

NGO

947

0.9998

0.1220

-5.1980

1.0000

COOP

947

0.9255

44.6990

9.3890

0.0000

BNK

947

0.9877

7.3570

4.9310

0.0000

NBFI

947

0.9982

1.0520

0.1260

0.4499

Big-4 AUD

926

0.9993

0.4330

-2.0670

0.9806

DER

925

0.6798

188.0780

12.9270

0.0000

REG

947

0.9979

1.2910

0.6320

0.2637

LnMFS

938

0.9816

10.9620

5.9140

0.0000

MFAGE

944

0.9469

31.7500

8.5430

0.0000

Notes: This table presents the results of the Shapiro-Wilk test for normality. The notations are defined as follows:
LnBSIZE = the natural logarithm of board size; BGD = board gender diversity; BDIND = independent and nonexecutive directors; CEODL = CEO duality; NGO = non-governmental organisation; COOP = credit union/
cooperative organisation; BNK = shareholder banking organisation; NBFI = non-banking financial institution; Big-4
AUD = Big-4 audit company or their associate partner; DER = debt to equity ratio; ROA = return on assets; OSS =
operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers; LnALB/GNI = the
natural logarithm of average loan balance per borrowers to gross national income; EPI = environmental
performance index; REG = regulation; LnMFS = the natural logarithm of MFI. The “V” values indicate the extent to
which data deviate from normality. The Shapiro-Wilk test reports data under the test statistics “W”. The prob>z
values less than 5% indicate data non-normality.

221

Appendix 4: Histogram for Normal Distribution Curves of Variables before and
after Transformation
1. ROA

2. ROA after Winsorization
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7. ALB/GNI

8. ALB/GNI after Log Transformation
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Notes: The study used the natural logarithms form and winsorisation technique to transform some non-dummy
variables. The notations are defined in Table 4.4 of the methodology chapter.

Appendix 5: Separate OLS Regression Results for the Effect of Individual
Governance Characteristic on the TBL Performance of MFIs

Regression
Models
Model-1

Variables

Panel A

Panel B

Panel C

Financial
Performance

Social Outreach
Performance

Environmental
Performance

ROA

OSS

LnNAB

LnALB/GNI

EPI

LnBSIZE

0.0112*
(0.083)

0.0401
(0.124)

0.7588***
(0.000)

0.1376**
(0.028)

0.4882***
(0.000)

Constant

-0.0120
(0.369)

1.0543***
(0.000)

9.8879***
(0.000)

-2.2234***
(0.000)

0.2341
(0.195)

226

Observations

918

932

931

921

872

0.004

0.003

0.029

0.007

0.026

BGD

0.0108
(0.239)

0.0469
(0.282)

-0.6907**
(0.029)

0.3304***
(0.000)

0.6345***
(0.001)

Constant

0.0079**
(0.015)

1.1234***
(0.000)

11.6108***
(0.000)

-2.0322***
(0.000)

1.0594***
(0.000)

918

932

931

921

872

0.001

0.001

0.007

0.013

0.014

BDIND

0.0106
(0.229)

0.1028***
(0.009)

0.8902***
(0.000)

0.7582***
(0.000)

1.2474***
(0.000)

Constant

0.0032
(0.610)

1.0623***
(0.000)

10.8127***
(0.000)

-2.4772***
(0.000)

0.3419***
(0.004)

911

925

923

913

868

0.001

0.006

0.013

0.070

0.054

0.0095**
(0.030)

0.0204
(0.426)

0.8326***
(0.000)

-0.2633***
(0.000)

0.3350***
(0.009)

1.1326***
(0.000)
936

11.3089***
(0.000)
935

-1.9059***
(0.000)
925

1.1817***
(0.000)
874

0.002

0.001

0.028

0.021

0.010

0.0072
(0.112)

0.0137
(0.470)

-0.4761***
(0.000)

0.0810**
(0.049)

0.5677***
(0.000)

0.0074***
(0.009)

1.1291***
(0.000)

11.6515***
(0.000)

-1.9812***
(0.000)

0.9425***
(0.000)

922

936

935

925

874

0.003

0.001

0.019

0.004

0.063

-0.0064*

0.1109***
(0.000)

-2.1185***

-0.3349***

0.2780

(0.000)

(0.000)

(0.369)

1.1382***
(0.000)
936

11.4831***
(0.000)
935

-1.9336***
(0.000)
925

1.2220***
(0.000)
874

0.000

0.004

0.039

0.007

0.001

-0.0052

0.5799***

0.5206***

-0.2275**

(0.229)

0.0715***
(0.001)

(0.002)

(0.000)

(0.044)

0.0115***

1.1453***

11.3477***

-2.0141***

1.2555***

R-squared
Model-2

Observations
R-squared
Model-3

Observations
R-squared
Model-4

CEODL

0.0094***
(0.000)
Observations
922
Constant

R-squared
Model-5

NGO

Constant
Observations
R-squared
Model-6

COOP

(0.063)
0.0109***
(0.000)
Observations
922
Constant

R-squared
Model-7

BNK

Constant

227

Observations
R-squared
Model-8

NBFI

(0.000)
922

(0.000)
936

(0.000)
935

(0.000)
925

(0.000)
874

0.001

0.007

0.013

0.080

0.004

-0.0049
(0.303)

0.0261
(0.200)

0.3736***
(0.001)

-0.4036***
(0.000)

-0.5997***
(0.000)

1.1265***
(0.000)
936

11.2989***
(0.000)
935

-1.8074***
(0.000)
925

1.4308***
(0.000)
874

0.0125***
(0.000)
Observations
922
Constant

Model-9

R-squared

0.001

0.002

0.011

0.090

0.063

Big-4 AUD

0.0116**
(0.018)

-0.0250

0.7113***

0.1377***

0.2032***

(0.224)

(0.000)

(0.002)

(0.009)

0.0154***
(0.000)

1.1460***
(0.000)

11.1848***
(0.000)

-1.9918***
(0.000)

1.1492***
(0.000)

903

917

914

904

865

0.007

0.002

0.042

0.011

0.008

0.0002
(0.628)

-0.0023*
(0.060)

0.0120
(0.115)

0.0026
(0.434)

0.0090*
(0.091)

0.0096***
(0.007)

1.1482***
(0.000)

11.3770***
(0.000)

-1.9607***
(0.000)

1.1751***
(0.000)

907

922

914

905

857

0.001

0.004

0.003

0.001

0.004

Constant
Observations
R-squared
Model-10

DER

Constant
Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: LnBSIZE = the natural logarithm of board size; BGD = board gender diversity; BDIND =
independent and non-executive directors; CEODL = CEO duality; NGO = non-governmental organisation; COOP
= credit union/ cooperative organisation; BNK = shareholder banking organisation; NBFI = non-banking financial
institution; Big-4 AUD = Big-4 audit company or their associate partner; DER = debt to equity ratio; ROA = return
on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the number of active borrowers;
LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross national income; EPI =
environmental performance index; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI
age. Control variables including year and country dummies are not used in the models. The P-values of OLS are
robust to heteroskedasticity and serial correlation.

Appendix 6: OLS Results for Board Characteristics and TBL Performance of
MFIs
Panel A
Financial Performance

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

Variables

ROA

OSS

LnNAB

LnALB/GNI

EPI

LnBSIZE

-0.0152**

-0.0855***

0.0543

0.0835**

0.1205

228

(0.044)

(0.006)

(0.591)

(0.044)

(0.256)

BGD

-0.0136
(0.235)

-0.0005
(0.992)

-0.4846***
(0.005)

0.1639**
(0.031)

0.0638
(0.744)

BDIND

-0.0034
(0.755)

0.0557
(0.223)

0.0143
(0.923)

-0.0602
(0.379)

0.4441**
(0.028)

CEODL

0.0020
(0.706)

-0.0159
(0.560)

0.2439**
(0.017)

-0.1062***
(0.002)

0.6140***
(0.000)

REG

-0.0281***
(0.000)

-0.1051***
(0.000)

-0.0905
(0.296)

0.2781***
(0.000)

-0.2514***
(0.005)

LnMFS

0.0091***
(0.000)

0.0556***
(0.000)

0.6728***
(0.000)

0.0727***
(0.000)

0.1244***
(0.000)

MFAGE

0.0007**
(0.028)

0.0014
(0.298)

-0.0053
(0.325)

-0.0009
(0.670)

-0.0065
(0.221)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.0908***
(0.000)

0.3889***
(0.000)

0.3490
(0.433)

-3.2767***
(0.000)

-1.1783***
(0.005)

907

920

918

908

862

0.212

0.222

0.683

0.649

0.219

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; LnBSIZE = the natural logarithm of board size; BGD =
board gender diversity; BDIND = independent and non-executive directors; CEODL = CEO duality; REG =
regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM =
country dummies. The year and country dummies are used in the models but not reported. The P-values of OLS
are robust to heteroskedasticity and serial correlation.

Appendix 7: FEM and REM Results for the Impact of Board Characteristics on
the TBL Performance of MFIs
Panel A
Financial Performance

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

Variables

ROA
FEM

OSS
FEM

LnNAB
FEM

Ln/ALB/GNI
REM

EPI
REM

LnBSIZE

0.0047
(0.652)

0.0200
(0.597)

0.1586
(0.205)

0.0886**
(0.028)

-0.0727
(0.546)

BGD

0.0165
(0.445)

0.1399
(0.143)

-0.0429
(0.820)

-0.0137
(0.904)

0.2560
(0.302)

229

BDIND

0.0297
(0.329)

0.1963
(0.144)

0.2556
(0.413)

-0.0784
(0.531)

-0.2457
(0.513)

CEODL

0.0322***
(0.003)

0.1553**
(0.012)

0.0567
(0.573)

-0.0540
(0.256)

0.1777
(0.231)

REG

-0.0541***
(0.001)

-0.1141**
(0.029)

-0.1370
(0.224)

0.2413***
(0.001)

-0.1960
(0.276)

LnMFS

0.0142***
(0.000)

0.0620***
(0.000)

0.3723***
(0.000)

0.0996***
(0.000)

0.0986***
(0.005)

MFAGE

-0.0369***
(0.000)

-0.0965***
(0.000)

-0.0901
(0.132)

-0.0008
(0.856)

-0.0029
(0.786)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

0.2287
(0.213)

1.0331
(0.130)

5.9409***
(0.001)

-3.6625***
(0.000)

0.0635
(0.927)

907

920

918

908

862

0.155

0.190

0.515

0.703

0.208

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; LnBSIZE = the natural logarithm of board size; BGD =
board gender diversity; BDIND = independent and non-executive directors; CEODL = CEO duality; REG =
regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM =
country dummies. The year and country dummies are used in the models but not reported. The P-values of FEM
and REM are robust to heteroskedasticity and serial correlation.

Appendix 8: OLS Results for Ownership (NGO and Cooperative) Types on the
TBL Performance of MFIs
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA

OSS

NAB2

ALB/GNI

EPI

NGO

-0.0141*
(0.059)

-0.0195
(0.534)

-0.3067***
(0.003)

-0.1140***
(0.001)

0.5489***
(0.000)

COOP

0.0002
(0.975)

-0.0108
(0.709)

-0.5201***
(0.000)

-0.1420
(0.118)

0.7800***
(0.008)

-0.0312***

-0.1097***

-0.1619*

0.1939***

0.0167

REG

230

(0.000)

(0.000)

(0.057)

(0.000)

(0.881)

LnMFS

0.0082***
(0.000)

0.0528***
(0.000)

0.6644***
(0.000)

0.0592***
(0.000)

0.1824***
(0.000)

MFAGE

0.0004*
(0.074)

0.0006
(0.592)

-0.0081
(0.120)

0.0018
(0.491)

-0.0037
(0.431)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.0920***
(0.000)

0.3362***
(0.002)

0.9258*
(0.094)

-2.7555***
(0.000)

-2.2957***
(0.000)

918

931

930

920

868

0.207

0.214

0.685

0.636

0.215

Constant
Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; NGO = non-governmental organisation; COOP = credit
union/ cooperative organisation; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age;
YDUM = year dummies; CDUM = country dummies. The year and country dummies are used in the models but
not reported. The P-values of OLS are robust to heteroskedasticity and serial correlation.

Appendix 9: REM Results for the Impact of Ownership (NGO and Cooperative)
Types on the TBL Performance of MFIs
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA

OSS

LnNAB

LnALB/GNI

EPI

NGO

-0.0092
(0.599)

-0.0130
(0.859)

-0.5389*
(0.082)

-0.0482
(0.567)

0.3497
(0.263)

COOP

0.0106
(0.473)

0.0188
(0.754)

-1.2027***
(0.004)

-0.0007
(0.998)

0.4352
(0.476)

REG

-0.0333*
(0.050)

-0.1155*
(0.092)

-0.0086
(0.969)

0.1965***
(0.010)

-0.0444
(0.857)

LnMFS

0.0116***
(0.000)

0.0608***
(0.000)

0.4347***
(0.000)

0.1006***
(0.000)

0.0987***
(0.006)

MFAGE

0.0001
(0.909)

-0.0008
(0.747)

0.0016
(0.911)

-0.0012
(0.851)

-0.0011
(0.910)

YDUM

Y

Y

Y

Y

N

CDUM

Y

Y

Y

Y

N
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Constant
Observations
R-squared

-0.1433***
(0.001)

0.2307
(0.208)

4.6285***
(0.000)

-3.4671***
(0.000)

-0.7099
(0.415)

918

931

930

920

868

0.3001

0.2625

0.6676

0.6840

0.2344

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; NGO = non-governmental organisation; COOP = credit
union/ cooperative organisation; REG = regulation; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age;
YDUM = year dummies; CDUM = country dummies. The year and country dummies are used in the models but
not reported. The P-values of REM are robust to heteroskedasticity and serial correlation.

Appendix 10: OLS Results for the Impact of Ownership (Bank and NBFI) Types
on MFI TBL Sustainability Performance
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA

OSS

LnNAB

LnALB/GNI

EPI

BNK

0.0113
(0.221)

-0.0710**
(0.045)

0.0199
(0.892)

0.3699***
(0.000)

-0.8475***
(0.000)

NBFI

0.0117
(0.138)

0.0466
(0.146)

0.3599***
(0.000)

-0.0493
(0.187)

-0.6372***
(0.000)

REG

-0.0306***
(0.000)

-0.1040***
(0.001)

-0.1520*
(0.094)

0.1957***
(0.000)

0.1145
(0.309)

LnMFS

0.0082***
(0.000)

0.0574***
(0.000)

0.6867***
(0.000)

0.0468***
(0.000)

0.1856***
(0.000)

MFAGE

0.0005*
(0.055)

0.0002
(0.839)

-0.0093*
(0.068)

0.0030
(0.168)

-0.0067
(0.152)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.1077***
(0.000)

0.2449***
(0.008)

0.2619
(0.602)

-2.7007***
(0.000)

-1.7911***
(0.000)

918

931

930

920

868

0.206

0.227

0.686

0.669

0.226

Constant
Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; BNK = shareholder banking organisation; NBFI = nonbanking financial institution; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies;
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CDUM = country dummies. The year and country dummies are used in the model but not reported. The P-values
of OLS are robust to heteroskedasticity and serial correlation.

Appendix 11: REM Results for the Impact of Ownership (Bank and NBFI) Types
on the TBL Performance of MFIs
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA

OSS

LnNAB

ALB/GNI

EPI

BNK

0.0016
(0.942)

-0.0926
(0.267)

0.4142
(0.319)

0.2380*
(0.094)

-0.5745**
(0.027)

NBFI

0.0066
(0.699)

0.0387
(0.558)

0.3896
(0.114)

-0.1385
(0.127)

-0.6328***
(0.001)

REG

-0.0317*
(0.081)

-0.1051
(0.122)

-0.0062
(0.981)

0.2233***
(0.006)

0.0878
(0.655)

LnMFS

0.0116***
(0.000)

0.0627***
(0.000)

0.4398***
(0.000)

0.0954***
(0.000)

0.1027***
(0.004)

MFAGE

0.0001
(0.882)

-0.0010
(0.685)

0.0007
(0.965)

-0.0007
(0.907)

0.0035
(0.655)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

N

-0.1544***
(0.000)

0.1837
(0.202)

4.0071***
(0.000)

-3.4680***
(0.000)

-0.7023
(0.193)

918

931

930

920

868

0.2966

0.2853

0.6721

0.7202

0.2185

Constant
Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; BNK = shareholder banking organisation; NBFI = nonbanking financial institution; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies;
CDUM = country dummies. The year and country dummies are used in the model but not reported. The P-values
of REM are robust to heteroskedasticity and serial correlation.

Appendix 12: OLS Results for the Impact of Audit Quality on the TBL
Performance of MFIs
Panel A
Financial Performance

Panel B
Social Outreach
Performance
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Panel C
Environmental
Performance

Variables

ROA

OSS

LnNAB

LnALB/GNI

EPI

Big-4 AUD

-0.0127**
(0.017)

-0.0650***
(0.002)

0.4822***
(0.000)

-0.0644**
(0.033)

-0.0330
(0.706)

REG

-0.0251***
(0.000)

-0.0978***
(0.000)

0.0093
(0.916)

0.2366***
(0.000)

-0.2444***
(0.005)

LnMFS

0.0101***
(0.000)

0.0600***
(0.000)

0.6307***
(0.000)

0.0795***
(0.000)

0.1459***
(0.000)

MFAGE

0.0002
(0.412)

-0.0002
(0.863)

-0.0021
(0.702)

0.0000
(0.995)

-0.0030
(0.539)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.1356***
(0.000)

0.2193**
(0.014)

0.8131*
(0.070)

-3.1978***
(0.000)

-0.8956**
(0.035)

902

915

912

902

861

0.209

0.222

0.684

0.638

0.185

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; Big-4 AUD = Big-4 audit company or their associate
partner; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM = country
dummies. The year and country dummies are included in the models but not reported. The P-values of OLS are
robust to heteroskedasticity and serial correlation.

Appendix 13: REM Results for the Impact of Audit Quality on the TBL
Performance of MFIs
Panel A
Financial Performance

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

Variables

ROA

OSS

LnNAB

LnALB/GNI

EPI

Big-4 AUD

-0.0033
(0.615)

-0.0205
(0.421)

0.2537***
(0.002)

-0.0432
(0.344)

0.0547
(0.560)

REG

-0.0290**
(0.021)

-0.1035**
(0.046)

0.3019
(0.226)

0.2102***
(0.003)

-0.1940
(0.282)

LnMFS

0.0121***
(0.000)

0.0623***
(0.000)

0.4188***
(0.000)

0.1056***
(0.000)

0.0889**
(0.016)

MFAGE

-0.0000
(0.962)

-0.0011
(0.666)

0.0066
(0.665)

-0.0021
(0.765)

0.0201***
(0.010)

234

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

N

-0.1615***
(0.000)

0.1933
(0.160)

3.9099***
(0.000)

-3.5795***
(0.000)

-0.7924
(0.147)

902

915

912

902

861

0.297

0.262

0.667

0.691

0.145

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as follows: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of
the number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; Big-4 AUD = Big-4 audit company or their associate
partner; LnMFS = the natural logarithm of MFI size; MFAGE = MFI age; YDUM = year dummies; CDUM = country
dummies. The year and country dummies are included in the models but not reported. The P-values of REM are
robust to heteroskedasticity and serial correlation.

Appendix 14: OLS Results for the Impact of Capital Structure on the TBL
Performance of MFIs
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA

OSS

LnNAB

LnALB/GNI

EPI

DER

-0.0001
(0.781)

-0.0034***
(0.004)

0.0065*
(0.065)

0.0063***
(0.000)

0.0098*
(0.059)

REG

-0.0261***
(0.000)

-0.1121***
(0.000)

-0.0656
(0.451)

0.2643***
(0.000)

-0.2294**
(0.010)

LnMFS

0.0091***
(0.000)

0.0547***
(0.000)

0.7014***
(0.000)

0.0682***
(0.000)

0.1400***
(0.000)

MFAGE

0.0004
(0.128)

0.0003
(0.772)

-0.0105**
(0.041)

0.0016
(0.537)

-0.0018
(0.711)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

Y

-0.1219***
(0.000)

0.3211***
(0.000)

-0.0493
(0.912)

-3.1273***
(0.000)

-0.9109**
(0.035)

907

921

913

904

854

0.204

0.221

0.687

0.641

0.188

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as: ROA = return on assets; OSS = operational self-sufficiency; LnNAB =the natural logarithm of the
number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
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national income; EPI = environmental performance index; DER = debt to equity ratio; LnMFS = the natural logarithm
of MFI size; MFAGE = MFI age; YDUM = year dummies and; CDUM = country dummies. The year and country
dummies are used in the models but not reported. The P-values of OLS are robust to heteroskedasticity and serial
correlation.

Appendix 15: FEM and REM Results for the Impact of Capital Structure on the
TBL Performance of MFIs
Panel A
Financial Performance

Variables

Panel B
Social Outreach
Performance

Panel C
Environmental
Performance

ROA
FEM

OSS
FEM

LnNAB
FEM

LnALB/GNI
REM

EPI
REM

DER

0.0003
(0.448)

0.0002
(0.875)

0.0072**
(0.021)

0.0029**
(0.011)

0.0008
(0.818)

REG

-0.0493***
(0.002)

-0.1227**
(0.022)

-0.1766
(0.138)

0.2280***
(0.001)

-0.2025
(0.225)

LnMFS

0.0171***
(0.000)

0.0771***
(0.000)

0.4334***
(0.000)

0.0996***
(0.000)

0.0978**
(0.011)

MFAGE

-0.0352**
(0.014)

-0.0885*
(0.071)

-0.0727
(0.461)

-0.0011
(0.863)

0.0200***
(0.009)

YDUM

Y

Y

Y

Y

Y

CDUM

Y

Y

Y

Y

N

0.1847
(0.337)

0.9026
(0.188)

5.1551**
(0.012)

-3.5458***
(0.000)

-0.9185
(0.113)

907

921

913

904

854

0.077

0.037

0.553

0.690

0.145

Constant

Observations
R-squared

Notes: Asterisks (***), (**), (*) represent significance at 1%, 5%, and 10% levels, respectively. The notations are
defined as: ROA = return on assets; OSS = operational self-sufficiency; LnNAB = the natural logarithm of the
number of active borrowers; LnALB/GNI = the natural logarithm of average loan balance per borrowers to gross
national income; EPI = environmental performance index; DER = debt to equity ratio; LnMFS = the natural logarithm
of MFI size; MFAGE = MFI age; YDUM = year dummies and; CDUM = country dummies. The year and country
dummies are used in the models but not reported. The P-values of FEM and REM are robust to heteroskedasticity
and serial correlation.
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